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War in the Air 


By MAJOR GENERAL J. G. HARBORD 


Chairman of the Board, Radio Corporation of America, before the Annual Joint Convention of the International Associa- 
tion of Casualty and Surety Underwriters and the National Association of Casualty and Surety Agents, on 
board the §.S. Queen of Bermuda, October 11, 1934. 


HEN Congress convenes in its approaching session 

W it will be asked to authorize the necessary appro- 

priations to make our air force “second to none.” 

The program, calling for a total of 2,320 planes for 

the army—almost double what it now has—is outlined in a 
recent announcement by Harry H. Woodring, Acting Secre- 
tary of War, and General Douglas MacArthur, Chief of 
Staff. It is held to be necessary to correct what is described 
as the “deplorable condition” of the air corps, and the request 
for increase is backed by the findings of the War Depart- 


ment’s special aviation committee, headed by Newton D. 


Baker, former Secretary of War. 

There seems now to be little doubt that Congress will 
support the program. To make my position clear at the 
outset, I want to say that I believe it should. Our country 
needs an air corps of the first rank. It has been hampered 
in the development of one by the irresponsible claims of over- 
zealous military aviation enthusiasts as much as by the crash- 
ing rejoinders of the anti-aviation factions. With the pro- 
posal for a big increase of our army aviation facilities again 
making military airplanes first-page mews, we can be sure 
that much wild talk as well as many sensible statements will 


zoom about our ears once more. It will be useful, and 
should be interesting, to try to separate fact from fancy in 
this field that always has had such a strong hold on popular 
imagination. 

Fortunately, the general tenor of the report of Mr. 
Baker’s committee, comprised of distinguished civilians and 
army officers, is so sane in pointing out the limitations as 
well as the valuable uses of military aviation that we can 
speak frankly about what airplanes can do and what they 
cannot do in war without being accused of lack of patriotism 
or antagonism to aviation’s development. 

The favorite vision of the most exuberant air war 
prophets might well cause an epidemic of nightmares among 
our more timid citizens. It pictures great armadas from 
hostile powers swooping down from the sky upon our help- 
less cities. In a few hours bombs will topple our great sky- 
scrapers like dominoes. Poison gas will clutch at the lungs 
of the civilians who are fleeing in terror, and the rising sun 
of the next day: will find only death and destruction where 
a few hours earlier a proud metropolis teemed with life. 

The extent to which this dire possibility has alarmed 
great numbers of our citizens would be amazing if we did 
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not remember that the notion is supported by many persons 
who talk and write as if they were experts on the. subject, 
One basic thing is wrong with the calamitous picture. That 
is that such a devastating air raid into our land is impossible 
with the aviation of today or with any we can now foresee. 

The Baker committee’s findings on this and other points 
of the imaginary air warfare indicates that, despite the rapid 
advances since I happened to see several planes in the War, 
and since I was a member of the Morrow Aircraft Board 
brought together by President Coolidge, the fundamental 
capabilities and fundamental limitations of military aviation 
remain the same. In this discussion today I am dealing only 
with airplanes, and not with aviation’s frailest sister, the 
lighter-than-air ships, which seem to me to be declining in 
military favor. 

Where would the airplanes come from that would blot 
out Washington, New York or Chicago? No such horde 
could leap quickly across the sea. It is still a seven-day 
wonder when one plane, stripped of all surplus weight and 
watching patiently for the most favorable weather, finds its 
way over the Atlantic in a continuous flight and arrives at 
the exact point for which it started. An invading air force 
would be compelled to find landing places along the way— 
no easy matter in neutral countries eager to preserve their 
neutrality. Arranging for landing places in advance would 
amount to a declaration of intention to attack. 

The spectacular achievement of General Balbo in bring- 
ing his air armada from Italy to a well-deserved welcome at 
the World Fair in Chicago was a good illustration not only 
of the very real progress of aviation within the last few years, 
but also of the remoteness of any air raid danger to America. 
Eight bases for that flight were set up in foreign countries 
and there were eleven surface vessels serving them. The 
take-off from Italy was made on July the second, after 
weeks of preparation, but—with friendly countries on the 
route giving all possible assistance—it was July the fifteenth 
when the big fleet arrived in Chicago and was given a tre- 
mendous ovation. It could have made better time if it had 
come on a tramp steamer. 

If it had been coming as an enemy that air armada would 
have been greeted by our combat planes, not by our cheering 
citizens. A tremendous advantage in the encounter would 
have been with our aviators, near their bases. Grant for a 
moment, however, that all those visiting planes could have 
arrived as hostile invaders, each carrying a bomb. Shrieks 
of terror instead of “bravos” undoubtedly would have echoed 
in the streets below them. But twenty-four bombs dropped 
on Chicago, or any other American city, would not have 
been a decisive factor in a war. ‘That is all they could have 
dropped without returning to a base somewhere. Even one 
big bomb is an impossible trans-sea load. 

All airplane personnel must seek rest, food, clothing and 
pay, either on the soil of their own country or the decks of 
their own ships. The necessity of a base on land or sea for 
any effective and continuous military airplarie operations is 
completely ignored by most spinners of air war horror 
dreams, although the fact that eight of every ten men in an 
air force are assigned to duty at bases or in supplying them 
is obvious proof of their importance. To maintain floating 
bases off our shores an invader would have to subdue our 
navy. As to the possibility of a land base near our borders, 
it is hardly to be expected that our air force and our battle 


ships would stand idly by while an enemy was fitting up such 
a hornet’s nest and bringing supplies and amunition to it. 

Before establishing a. base within our country from 
which airplanes could dart day after day on missions of de- 
struction, an enemy would have to take one of our harbors, 
overcoming the battleships which would be sent to fight for 
it, overcoming the harbor defenses, and driving back the land 
forces that would be concentrated at the danger point. The 
invader would have to occupy—and hold—considerable ter- 
ritory. While he was attempting it his air force would be 
limited to what he could transport across the sea on ships. 
This restricted force he would have to throw into a fight 
with all the aircraft the United States could assemble, work- 
ing from bases already equipped. 

A power that could conquer our navy could do much 
more toward deciding a war by bombarding various harbors 
with long-range guns than by tossing explosives and spewing 
gas at our inland cities, Aside from the fact that a bomber’s 
range is greater, there is no fundamental difference between 
a bomb and a shell, except that a shell is fired from a gun 
with much more deadly aim than a bomb can be thrown 
and that a shell strikes with greater force. 

For three years in the World War, Paris was visited 
by bombers at frequent intervals. The total result was that 
266 were killed and 603 wounded. For 44 days, beginning 
with March 23rd, 1918, the Germans turned their long- 
range gun, Big Bertha, on Paris. The casualty list was 
almost equal to the three-year results of the bombers—256 
killed and 620 wounded. 

No bomb yet made could send one of our modern, 
steel-framed skyscrapers hurtling to the earth by a single 
terrific explosion, as they are depicted as doing in some of 
the wild discussions of the subject. When the Pee Dee 
River Bridge in North Carolina was condemned to make 
way for a power project construction it was offered to our 
army for bombing practice. The small bombs with which 
a start was made did no appreciable damage. Three-hun- 
dred-pound bombs were hurled, and the bridge seemed to be 
as strong as ever for all practical purposes. Six-hundred- 
pounders made quite a dent, but troops still could have 
crossed on it. When the bombers struck with 1100-pound 
bombs they ruined a span. 

I am not here arguing that such bombing would not 
have a valuable use in war. I am merely setting the facts 
against the pipe dreams as to its effectiveness as compared 
with the heavy artillery with which we are familiar. A 
16-inch gun can bang away all day and night at long range 
with shells weighing 2,400 pounds. Our standard bombing 
planes now can carry only one 2000-pound bomb, although 
planes are being delivered that may carry two at once. They 
are useless then until they can return to their nest and get 
more bombs. A few trips a day from a base close to the 
target is a good record. 

How many planes would the visionaries have to imagine 
to demolish a big city in a few hours? Thousands. There 
are not enough bombers in all the world to do it. 

“But think of deadly gases, driving every man, woman 
and child in a city out of their homes to die like rats,” 
shudder the peddlers of air-horror. 

Well, let’s think of them. A little thinking will reveal 
some cogent truths. Some “improvements”—if we can use 
that word—-have been made in gases since the World War, 
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but the worst of them are not much more deadly today 
than they were then. They were not so deadly than as 
popularly supposed, in comparison with other ingenious ways 
of killing men. ‘Their chief function was to put soldiers 
temporarily out of the fighting or force them to put on masks 
that hampered their movements and lowered their morale. 
(Gas has been called the most humane of modern war 
weapons. 

It takes a tremendous concentration of fumes to be 
really dangerous. To annihilate all the inhabitants of a 
large city would require millions of pounds of gas bombs or 
vast hordes of airplanes spewing fumes over the entire area. 
that hampered their movements and lowered their morale. 
crossing the ocean on each side of the United States with 
a heavy load. If gases released in the air are to do any 
great harm, the planes spraying them will have to fly close 
to the ground, an easy target for anti-aircraft guns. All 
gases now known are blown away within a few hours by 
the wind. They do not penetrate small openings in fatal 
quantities. The residents of an area gassed by any means 
now available to aviation would be safe if they shut their 
doors and windows tightly and remained indoors until the 
breeze had blown away the poisoned vapors. 

So much for the nightmare of a possible air invasion 
as it affects our country. I am purposely avoiding the dis- 
cussion of other countries, whose closeness to one another 
makes their situation somewhat different in degree. Their 
problems are their own and do not concern us directly, al- 
though I might say in passing that it is my personal opinion 
after a good many years of military study, that even they 

and still less the United States—will never fight a “war 
in the air,” as the loosely used expression goes. 

Decisive warfare is fundamentally the same today as 
it was before the spectacular development of weapons, such 
as the catapult, firearms, the submarine, the tank, and air- 
craft. That fundamental should be the solid basis for every 
consideration of military problem. It is that every war must 
be won—finally—by sending men into enemy territory— 
and holding it. No great nation will ever be subdued so long 
as it has fighting men with their feet on solid earth ready 
and able to repulse an invading force. All wars have been 
won, and all wars will continue to be won in the dirt. No 
air armada has yet flown whose personnel could not be run 
in by the municipal police if it landed in hostile territory. 

Zealots for every military innovation talk as if the 
world had stood still in every other respect while their pet 
weapon was being invented and developed. If we could 
apply aviation as it is now to conditions as they were in 
the Civil War, the story would be a different one. But the 
world has been advancing in other ways while the eagles 
of war were being hatched. Telegraphic and telephonic 
communication by wire and radio, and rapid, mobile trans- 
portation by motor car were among the other developments. 
Communication and motor trucks enabled attacking com- 
manders in the World War to spread their forces in scat- 
tered towns at a distance, unseen by the prying eyes of the 
birdmen, then rush them forward under cover of darkness 
for a concentrated attack. One example of this successful 
trick was the movement of the Germans which is generally 
referred to as the “Riga Maneuver.”’ When the British 
Fifth Army went to pieces in front of Amiens on March 
21st, 1918, the airplanes were useless because of fog. 


The advantage is with the defense in modern war. 
Casualty records reflect that. War has become less deadly, 
in proportion to the number of men engaged, as weapons 
became more powerful. Let’s reduce the losses in some 
famous engagements to man-for-man averages. Even on the 
days of the most severe fighting in the Meuse-Argonne 
(eighteen days out of the 47-day offensive) the average was 
approximately one American soldier killed for each day in 
every thousand facing the enemy there. For all the forty- 
seven days of the offensive the average was something like 
one American soldier in 1,445 for each day. For every day 
of the Civil War’s most bloody battle, Gettysburg, about 
one man in eighty-one in the Union forces on that fateful 
field lost his life. After the three charges of the British at 
Bunker Hill, the staunch heart of one man in each eleven 
who flung themselves against our embattled Colonials was 
beating no more. Those averages are typical illustrations 
of the increasing safety of war for the individual soldier. 
Modern war’s horror lies in the great numbers engaged. 

Advances giving new advantages to military equipment 
are likely to bring new disadvantages along with them. 
When we talk of swifter war planes that will go six miles in 
the air, we must remember that speed and height are dis- 
advantages in bombing or observation. If one nation’s planes 
can soar that high, other nations’ soon will be up there to 
meet them. Anti-aircraft guns have more than kept the pace 
of aviation since the World War, extending their reach into 
the sky as rapidly as the planes have. If these high-flyers 
dart down to observe or to bomb they will meet the sweep- 
ing fire of the present-day anti-aircraft machine gun bat- 
teries, which are reported to be tearing cloth targets towed 
one thousand feet in the air at the rate of 300 hits a minute 
in practice. 

Suppose that this ship on which we are enjoying our 
pleasant cruise were an armed vessel of war. What would 
be the chances that bombs from enemy airplanes could send 
all of us to the bottom of the sea? These terrors of the sky 
would have to stay well aloft and move fast to avoid our 
gurts. Our ship would not be obligingly standing still. It 
might be steaming with the wind, against it, or across it. 
Tides and currents would come into play. Instruments 
would tell the bombers the wind drift at their altitude. They 
would not disclose the drift at other levels through which 
bombs would have to drop in a sweeping arc. There is no 
aiming here, with force to keep a bomb plowing straight 
toward: its mark. The old Shipping Board steamer Mt. 
Shasta was turned over to the airmen for target practice. 
Their bombs did not sink the superannuated vessel. Only 
two of the thirty-eight dropped even hit it, although no anti- 
aircraft shells were bursting in anger around those birdmen 
to befuddle their tosses. That was fair marksmanship. It 
helps to bring home the realization that aircraft, alone, can- 
not control our sea lanes or protect our coast. 

Most of the things military aviation cannot do which 
I have been reviewing—and many others I might mention— 
are admitted even by men who are staunch supporters of a 
strong aviation program. But still the false impressions left 
by fictitious claims persist so widely that I believe these 
quiet truths should be brought into as strong a light as pos- 
sible, especially now when the request for air corps appro- 
priations by Congress is centering attention on the problem. 
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As the Baker Committee’s report states aptly in its straight- 
forward resume of air warcrafts’ limitations: 

“Aviation is so expensive a weapon that no nation can 
afford to base its organization and supply thereof on vision- 
ary approaches, but rather on proven facts and possibilities.” 

The “proven facts and possibilities” of aviation are 
enough to justify the enlargement of our army air forces 
that is now proposed. It is a valuable auxiliary arm in the 
basic combat on the ground or on the sea. Its swiftness in 
defense and attack might make it the earliest combatant in 
a future war. ‘That would be important, even though noth- 
ing we can now foresee would lead us to believe aircraft 
ever will have the final say on a war’s decision. The obser- 
vations of aviators are sometimes a great help in reporting 
activities in treeless enemy territory, in taking photographs, 
and for directing artillery fire. Any nation would be foolish 
if it ignored those facts in planning its defense, even though 
clouds, fogs and darkness may restrict such observations at 
critical times and even though air observers can submit only 
positive evidence of what they see, usually lacking in 
details, and reinforced by no communication with friendly 
inhabitants, 

As an adjunct to our army and our navy the mobility 
of airplanes makes them necessary for those and other uses. 
Certainly we should have airplanes. It is only when we hear 
them described, not as an auxiliary arm, but as the deciding 


factor in a future “war in the air” directed principally on 
babies and women of defenseless cities that we must disagree. 

A fine sense of proportion is maintained in the reports 
on which our present air corps proposals are based, as it has 
been in previous aircraft board reports. It is in the less re- 
sponsible discussion that the thing becomes muddled. The 
Baker Committee found that, “in general, aviation in the 
United States leads the world; it is superior in commercial 
aviation ; its naval aviation is stronger than that of any other 
power, and with more financial support its army aviation 
can be raised to a world position equal to that held by our 
navy.” 

The idea that all national defense aviation should be 
concentrated under one head, separated: from the army and 
navy—a notion that has dragged back progress in this field 
for years—seems to be squelched for the moment. 

Let us cling to this sense of proportion. Let us have 
an adequate aviation as a useful branch of an adequate army 
and an adequate navy. Let us not allow the appeal of the 
romantic newness of airplanes sweep us up into a cloudland 
in planning the protection of our country. 

After Samson smote the Philistines “hip and thigh” and 
slew a thousand men with the jawbone of an ass, we may 
guess that some dreamers of that time would have equipped 
their military forces with asses’ jawbones, exclusively. That 
would have been a grave mistake then, and it would be now. 


Our Overwhelming Tax Problems 


Address by Percy H. Johnston, President, Chemical Bank and Trust Company Under Auspices of The Merchants’ Asso- 
ciation of New York, over Station WEAF, National Broadcasting Company, Wednesday Evening, October 3, 1934. 


ADIES and Gentlemen— . 
On behalf of The Merchants’ Association of New 


York I am speaking to you on the subject “Our 
Overwhelming Tax Problems.” 

I shall try to show that the burden of Federal, State 
and local taxes is a blight on our economic life. 

A few years ago England was the most heavily taxed 
country in the world. In recent years the English national 
income has been going up and their taxes coming down. Our 
income and taxes have been doing the opposite. On the basis 
of the latest available information, we have increased our 
taxes more rapidly than England since 1913, and we either 
have, or apparently soon will have, the unenviable distinction 
of being the most heavily taxed nation. 

What does that mean concretely? 

Taxes today are taking over 21 per cent of our national 
income, as against only 12 per cent in 1922. In other words, 
directly or indirectly the average American working a full 
five day week works all of Monday and part of Tuesday 
morning to pay his taxes. “That is not the -worst of it, be- 
cause our governmental expenditures are at the rate of about 
41 per cent of our national income. This means that in a 
year or two taxes will probably have been increased to the 
point where it will be Tuesday noon before your average 
American can begin to work for himself. 

Americans are by nature optimists, by habit free 
_ spenders. This was particularly true from the time World 





War prosperity began until the depression collapse came. If 
they saw something desirable they ordered it. If they had 
the money, they paid; if not, they seldom hesitated to borrow. 

This was as true in public affairs as in private. People 
interested in parks, schools, good roads, or what not, urged 
expenditures and, in the absence of really vigorous, sus- 
tained opposition from taxpapers public officials yielded to 
the pressure. 

Total public expenditures exclusive of debt redemption, 
rose from $2,900,000,000 in 1913 to $13,500,000,000 in 
1932, an increase of 363 per cent. They are estimated at 
$17,000,000,000 for this year. Our public debts rose from 
$4,850,000,000 in 1913 to $36,822,000,000 in 1932, or an 
increase of 659 per cent. 

As a consequence the largest single item in most budgets 
today is for debt service. Many appropriating bodies are still 
unwilling to recognize and act upon the fact that we have 
pledged for debt service the margin of ordinary tax power. 
Rather than nerve themselves to the unpopular task of reduc- 
ing current activities and services to the level of even ten 
years ago, they are frantically turning from one tax nostrum 
to another. Unless this psychology of spending is soon chang- 
ed the piling up of increasingly unsound taxes may easily 
do irretrievable harm to our whole economic structure. 

The New York State Budget rose 470 per cent from 
1913 to 1934, or from 49 to 280 million dollars; the State 
debt rose 370 per cent, or from 108 to 508 million. In the 
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same time New York City’s budget rose 223 per cent, from 
192 to 619 million, and its debt 126 per cent, from 827 to 
1,874 million. 

Let me translate the meaning of those debts into com- 
mon language. Formerly when a man burned the last mort- 
gage on his home he feit a justifiable pride in owning it “free 
and clear” and it meant something. Today there is not 
such a thing in this City because the State and City debts 
are in effect a contingent underlying-mortgage to the extent 
of 11 per cent on every piece of privately-owned real estate. 

Some of my listeners may feel this huge increase in the 
City budget does not affect them because they are not land- 
lords. ‘The Merchants’ Association of New York studied the 
burden of City government upon rentpayers. ‘They found 
that 24%4 months’ rent in the year went to pay the taxes on 
the property rented, and, of course, in the last analysis this 
heavy charge comes out of the pocket of the tenant. 

Is there any propsect of improvement in the near 
future? Frankly, no. On the contrary, unless there is a 
much more drastic reduction in ordinary governmental c¢x- 
penditures than we have any reason to anticipate there will 
be further huge increases. 

The Revenue Act of 1934 added an estimated $417,- 
000,000 to Federal taxes. With outgo exceeding income as it 
will for some months to come, it is clear some half-billion 
more will be needed in a year or two to carry the increased 
debt alone. 

State revenues fell so far below estimates last year 
that instead of coming out even, we had a net deficit of 
$48,000,000. The Constitution requires this to be made up 
out of revenues next year. Larger appropriations will be 
necessary if we are to care for institutional inmates who are 
increasing at the rate of more than 4,000 a year, and also 
for State aid in education, if the lavish standard set up by 
the Friedsam Act in 1927 is maintaned. Let us remember 
that education is already taking $115,000,000, or 41 per 
cent of the whole State budget. Sound public financial 
policy requires also that the State raise $40,000,000 from 
tax revenues for its share of unemployment relief rather than 
from more loans.. Altogether the State will need at least 
$106,000,000 more in new revenues to balance its next 
budget and possibly $150,000,000 if, as is not improbable 
in view of business conditions so far this year, revenues fall 
short of estimates this year as they did last year. 

The City should raise $50,000,000 for relief expendi- 
tures by taxation, in addition to its regular budget appro- 
priations, the amount of which is still uncertain. 

From the foregoing, clearly our tax burden is over- 
whelming. Already some of our most important taxes, like 
those on real estate, have passed the point of diminishing 
returns. Others, such as income and inheritance taxes, can 
scarcely be stretched much further. Taxes on business have 
been increased in number and rate to a bewildering degree. 

1 wonder if you realize that hotels, one of our largest 
fields of business, pay 14 different taxes, many of them 
whether they are making a profit or not. Similarly public 
utilities have been ar favorite subject for new taxes. This 
year electric power companies in New York are paying real 
estate, special franchise, personal property, check, gross earn- 
ings, city excise, excess dividend gross receipts sales, net 
income, franchise capital stock and Federal sales taxes—thir- 
teen in all. What a reduction in rates could be made if 


they were free of all these, like municipally-owned plants, 
but relief from all or most of these taxes cannot be ex- 
pected because of the diminution in tax revenues which it 
would entail. 


So far I have been discussing the tax burden which 
appears in public budgets, but there are two important parts 
of our present tax burden which do not so appear. One is 
the cost to business men of preparing the numerous and all 
too complicated tax returns and settling disputed points with 
tax officials. You all know that the preparation of income 
tax returns has became a distinct branch of accountancy and 
law, but few not directly connected with such work realize 
that the cost of preparing Federal income tax returns alsone 
is more than $400,000,000 a year, and that largely re- 
gardless of whether there is any net income in a given in- 
stance. This is a most potent argument for simplification of 
our tax laws. 


The other unbudgeted form of tax is the processing 
taxes on basic farm products like wheat and cotton. They 
were in operation only part of the last fiscal year, but they 
amouunted to $371,000,000 then and are expected to be 
even larger this year. Without expressing any opinion as to 
the wisdom of the agricultural relief policy, of which these 
taxes are a part, I want to point out that they are not only 
large in total, but that the wheat tax alone means an increase 
of almost a cent in the price of every pound load of bread, 
and that these processing taxes may be raised, lowered or ex- 
tended at any time not by action of any legislative body, but 
at the will of one man, the Secretary of Agriculture. This is 
to us a novel method of taxation and one which is fraught 
with grave dangers of abuse. 


The path ahead is dark and long. I believe we can 
reach the summit if we try all together; if we give greater 
heed and support to the long experience and tried judgment 
of such a well-balanced public-spirited organization as The 
Merchants’ Association of New York with its knowledge of 
sound taxation; if we realize that overburdening any mem- 
ber of the team of business, industry, commerce, labor or 
capital means the team can make no real progress. Busi- 
ness is the lead horse in this team, but if we pile tax after 
tax upon it until the load is beyond its power to carry and 
live then we shall not get started on the road to real economic 
recovery. ‘The new burdens must be spread much evenly and 
over a much broader base than at present. 


Let our legislators bear in mind that absolute monarchy 
taxed itself out of existence in France, and since the World 
War representative democracy has done likewise in a grow- 
ing number of states. I am sure the sober thinking people 
of New York do not want to follow those nations, but un- 
less our legislators take prompt action we, as a representative 
democracy, are in grave danger of doing so. 

We should bear in mind the words of our great Chief 
Justice John Marshall who said, “the power to tax is the 
power to destory.” 

We, in America, have been fooling ourselves a long 
time by clinging to a fallacy commonly known as the Ameri- 
can standard of living. There is, in fact, no such standard. 
The only true standard is what is in one’s pocketbook. 

In the program of education, good roads and all civic 
betterments, we have tried to accomplish in one generation 
what, under ordinary and prudent circumstances, would take 
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a nation one to two hundred years. The results has been to 
plunge us head-over-heels into debt, and we are not going to 
right out condition by going deeper into debt. Unless we 
turn about and live within our incomes we will unques- 
tionably bring ruin upon the entire body politic. 





Our forefathers believed in the theory that the people 
should support the Government, and not the Government 
support the people. 

, No permanent recovery can be had or hoped for until 
the nation is placed upon a sound financial basis. 


The Government and Transportation 


By JOSEPH B. EASTMAN 


Federal Coordinator of Transportation, before the American 
Life Convention; at the Edgewater Beach Hotel, 
Chicago, Illinois, on October 10th, 1934 


investment of nearly three billions of dollars, or 

about 15 per cent of their total investment, in the 
bonds of railroad companies. They therefore have a very 
large financial stake in the railroad industry, and those who 
are ultimately concerned in this stake are the 63 million 
policy holders, or about one-half of our entire population. 
This is only one illustration of the tremendous national im- 
portance of the railroads, a fact so obvious that it needs little 
exposition. Everybody is served, in one way or another, by 
the railroads; about a million people work for them; they 
buy from countless industries; and most people have some 
sort of a financial interest, whether you know it or not, in 
their securities. You understand this situation thoroughly, 
and naturally you are deeply concerned for railroad welfare. 

As we all know, the railroads have fallen on evil days. 
This in itself is not strange or particularly significant, for 
the whole world has fallen on evil days. There are, how- 
ever, certain features of the situation which to many seem 
to imperil the railroad future, looking beyond the imme- 
diate depression to times of more general prosperity. Three 
outstanding causes of the trouble which the railroads now 
are suffering are these: 

First, and most important, is the general business de- 
pression. The railroads have nothing to sell except service 
to others, and if products are not produced or people are too 
poor to travel, railroad business falls accordingly. The slow- 
ness of recovery in the capital goods industries is especially 
serious because those industries, when they are active are a 
most important source of railroad traffic. It is perfectly 
clear that the railroads reflect average business conditions 
very closely and no one can reasonably expect them to be 
prosperous when the country is not prosperous. 

Second in importance is the tremendous recent growth 
of other forms of transportation competitive with railroad 
transportation. The development in a comparatively short 
span of years of thousands of miles of hard-surface highways 
teeming with millions of automotive vehicles is one of the 
most extraordinary events in the history of this country and 
in fact in the history of the world. It has had far-reaching 
consequences in many directions. Traffic domains where for 
years the railroads were monarchs of all they surveyed are 
now shot through with competition from the highway ve- 
hicle, and to make matters worse there has been a rebirth of 
inland waterway competition, coastal and intercoastal water 
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competition has grown more intense, pipe lines have invaded 
the gasoline as well as the crude oil traffic, the great coal 
traffic has been curtailed by the incursions of fuel oil, natural 
gas and hydro-electric power, and the air plane has taken its 
place in the transportation scene. It is these developments 
which cause apprehension for the railroad future. I shall 
have more to say of them later. 

Third in importance is the extent to which the rail- 
roads are loaded with debt. This is a factor which has 
caused serious trouble during the depression, and it threatens 
trouble for the future. Yet it is a subject which has been 
the source of much misunderstanding. Perhaps I can clear 
up this confusion to some extent. 

I find that many people, when told that the railroads 
are heavily burdened with debt, jump to the conclusion that 
they are overcapitalized and that the interest on the debt is 
an extortionate charge on the public served. Some of the 
railroads are overcapitalized, but the investigations of the 
Interstate Commerce Commission have demonstrated that in 
the aggregate the outstanding capitalization is considerably 
below the probable original cost of the properties and also 
below their rate-making value. The latter figure must not, 
of course, be confused with commercial or actual value. Rate- 
making value is the figure on which the railroads are entitled 
under the Constitution to earn a return if they can; com- 
mercial value is the market judgment of what they are worth 
based on actual present and prospective earnings, and like 
all such appraisals is a highly fluctuating figure. 

Nor is the interest rate high on the railroad debt. I 
have seen an analysis of railroad bonds still paying interest 
and having a par value of $8,263,160,686. This shows that 
43 per cent of the total pays 4 per cent or less and 89 per 
cent pays 5 per cent or less. The average interest rate is 
about 4%4 per cent. Only a few railroads are paying divi- 
dends, more than a billion and a half of bonds are in default, 
and the interest which is still being paid is at a relatively 
low average rate. It is impossible to support a claim that 
an extortionate return, or anything approaching such a re- 
turn, is now being exacted on the money which has gone into 
the railroads. 

The evil of the railroad debt is quite another matter. 
The unfortunate part about debt is that the charges which it 
entails are fixed and must be paid, if insolvency or bank- 
ruptcy is to be avoided. An individual or an industry carry- 
ing a heavy debt has great difficulty, as many have discovered 
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to, their sorrow, in surviving a severe slump in earnings and 
is likely to wind up in the hands of the court. In the rail- 
road world there is intense dread of receiverships or bank- 
ruptcies, because of the damage which they do to credit and 
to the general confidence of the investing public, to say 
nothing of the expense which they have often involved. To 
avoid such consequences, the property and service may be 
allowed to deteriorate and suffering be imposed on em- 
ployees. To escape bankruptcy, in other words, the manage- 
ment may take it out of the property and out of labor in 
lay-offs or part-time work. 

Such conditions are unhealthy and would not obtain 
were it not for the disproportionate debt. This debt will also 
impair the credit of many companies, even when prosperity 
returns, for only the soundest securities will for some time 
attract investment, and debt-ridden companies will not have 
such securities available. They will thus be handicapped in 
the rehabilitating and modernization of their properties to 
gain new trafhc under present-day conditions. 

It is easy in hindsight to be critical of this situation, but 
the railroad industry is old and the indebtedness is the re- 
sult of many factors. Many railroads were financially unable 
to market new stock, but had some borrowing power which 
they utilized as the only means of obtaining needed new capi- 
tal. Others borrowed money because the interest rates were 
low and it thus seemed a way of securing new capital which 
would be favorable alike to the stockholders and the public. 
Insurance companies, savings banks, and other fiduciary in- 
stitutions had great funds for investment and were often 
limited by law, in the case of railroads, to bonds meeting 
certain specifications. It seemed good policy to tap these 
funds at the low rates available, and no one foresaw the 
time when the greatest economic depression in the history 
of the country would be combined with an extraordinary 
incursion of new competition. 

The condition is not a new one, nor has it grown worse 
in recent years. I find that in a letter which I wrote to the 
Senate Committee on Interstate Commerce on July 8, 1919, 
I made the following statement: 


In the last analysis, the credit of private railroad 
corporations depends upon ability to issue common stock. 
Most of our roads are already heavily bonded, and unless 
they can market new stock, none of their securities will 
long attract investors. Inevitably this means high capital 
cost and a need for very large savings. Before the war, 
the roads asserted that new stock could not be sold with- 
out income sufficient to pay 6 per cent dividends with a 
protective margin of 3 per cent on par value each year for 
reserve. Under present conditions, with the great demand 
for capital all over the world and prevailing high interest 
rates, there is little doubt that 6 per cent would fall short of 
making railroad common or even preferred stock a popular 
investment. Financiers are now claiming that, to insure 
good credit, net income must equal at least 125 per cent of 
the amount necessary to pay interest and such dividends, 
however great, as may be required to market new stock. 


I did not then expect that the railroads would be able 
to sell new stock, and I looked forward to a period of con- 
tinually increasing debt. As a matter of fact earnings were 
so favorable in the boom period that a considerable amount 
of new stock was issued and the properties were further im- 
proved by the heavy investment in them of surplus and re- 


serves. Between 1920 and 1933, stock was increased by 
$1,184,000,000 and funded debt by $1,375,000,000, or a 
total of $2,559,000,000 whereas the net investment in road 
and equipment increased by $5,795,000,000 and other invest- 
ments by $1,710,000,000, or a total of $7,505,000,000. It 
will thus be seen that the debt situation was relatively better 
in 1933 than it was in 1920. 

I have given these facts in the hope of clarifying the 
railroad debt problem somewhat and a little later on I shall 
return to that problem again. 

In the present emergency there is an insistent demand 
from investors that the Federal Government come to the 
rescue of the railroads. Of course the rule that the Govern- 
ment should keep its hands off of so-called private business has 
no application when private business is in trouble. But what 
can and should the Government do to aid the railroads, so 
long as they are privately owned and operated? I shall try 
to answer that question. 

The Government could subsidize the railroads in vari- 
ous ways. There may be occasions when such subsidies of 
privately-owned industries are justified, but the practice is 
highly dangerous and likely to be contagious. I find no justi- 
fication for it in the case of the railroads. 


The Government can, in default cf private credit, lend 
its own credit to the railroads on good security, and this it 
has done and is doing. The Reconstruction Finance Corpora- 
tion has loaned over $400,000,000, and by so doing has 
saved many railroads from bankruptcy. The Public Works 
Administration has loaned nearly $200,000,000, and by so 
doing has enabled many railroads to carry on with needed 
construction or maintenance work. As a temporary emer- 
gency proposition, I find no fault with this policy, so long 
as it is confined to legitimate needs and is not used to rescue 
railroads which must sooner or later be reorganized. 


The Government can and should provide for the ade- 
quate public regulation of all important forms of transporta- 
tion on terms as equal as they can be made, considering dif- 
ferences in conditions. All should be regulated or none 
should be regulated. The latter proposition is unthinkable. 
To open up the vital public business of transportation to a 
cat-and-dog fight of untrammeled competition will not work. 
It has been tried and has brought forth nothing but chaos. 
The responsible operators of transportation properties know 
it will not work and are not urging it. Public regulation 
used to be thought of merely as a means of protecting the 
public against extortionate charges. It has that purpose, but 
it also has a much wider sphere of usefulness. It is needed 
for the welfare of the induustry itself, to promote order and 
stability, prevent exploitation, and curb destructive competi- 
tion and waste. The public served needs it, not only as a 
protection against against extortionate charges, but to pre- 
vent unjust discriminations, promate safety, reliability, and 
responsibility of service at known and stable rates, reduce ex- 
pense both direct and overhead, and avoid a financial de- 
moralization which in the end is as destructive to the public 
interest as it is to private investors. The insurance industry 
well knows and understands the advantages of public regula- 


‘ tion from actual experience. 


Plainly this public regulation should be coordinated 
under a single head. It will not do to have it administered 
at cross purposes by separate agencies, each one of which 
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becomes the partisan of its own particular form of trans- 
portation. But let me warn you against a possible miscon- 
ception. Public regulation of all forms of transportation 
cannot be imposed for the benefit of the railroads alone. It 
must have due regard for the interest of each and every 
form. You may dismiss from your minds any thought that 
public regulation will remove highway or water or air com- 
petitors from the railroad path. Those forms of transporta- 
tion meet public needs which otherwise would not be met 
and are here to stay. Coordinated Federal regulation, in my 
judgment, is in the jnterests not only of the railroads but of 
all other transportation agencies as well. It will prevent the 
abuses of competition which do none of them or the public 
any good, it will stabilize conditions, and it will promote 
cooperation and coordination; but it will build up rather 
than strike down. 

I would have public regulation go further in certain 
directions than it has heretofore done. The old adage that 
an ounce of prevention is worth a pound of cure has been 
honored in the breach rather than in the observance. Our 
regulation in the past has operated too much on the cure 
basis, dealing with complaints after they arise but not fore- 
stalling them. National planning has been conspicuous by its 
absence. For example, in 1920 somewhere around 20 billions 
of dollars had been invested in the railroads. Since then, 
about 6 billions more has gone into the railroads and, ac- 
cording to the best estimates which we can make, an amount 
greater than the total investment in the railroads in 1920 
has gone into other forms of transportation competitive with 
them in one way or another. All this has been done with 
little thought of the collateral consequences and without any 
conception of or planning for an adequate national system 
of transportation which will! furnish the best service to the 
public at the lowest reasonable cost. 

} hope to see an agency of the Government created either 
separate from or linked with the Interstate Commerce Com- 
mission, which will be removed from the routine duties of 
regulation, and be free to concentrate on the broader prob- 
lems of planning and prevention. It would be the duty of 
such an agency to keep fully informed of all developments in 
the field of transportation, consult freely with the carrier 
managements, bring them into conference with each other and 
with representatives of labor or railroad users where it ap- 
pears feasible to compose controversies or bring about needed 
cooperation, advise with the President and Congress and all 
departments of the Government on transportation matters, 
pursue investigations for the purpose of developing the broad 
principles of prevention and planning and promote in every 
way, and even require if need be, the proper coordination of 
all forms of transportation with each other, both in present 
operation and in future construction and development. 

As a part of public regulation, I would of course pro- 
vide adequate opportunity for the consolidation or other uni- 
fication of properties of all kinds and for the pooling of 
revenues, traffic, or equipment, where such projects can be 
shown in public hearings to be in the public interest and 
upon terms which eliminate financial exploitation. Consolida- 
tions are no panacea and may easily be carried too far, but 
they have their place, and it is particularly desirable to pro- 
vide means whereby they can be accomplished by exchange of 
securities and without depleting the treasuries of the com- 








panies of cash which ought to be used for other purposes. It 
may be that Federal incorporation can be used to advantage. 

As a further part of public regulation, also, I would 
provide every feasible opportunity for the speedy financial 
reorganization of companies which are in no sound condition 
to face the future, and upon terms which will do justice to 
all forms of security holders. The present Bankruptcy Act 
is in need of revision and we are working on that problem, 
but I cannot now tell you the exact form which the revision 
will take. 

Unwarranted public subsidies, direct or indirect, to all 
forms of transportation should be eliminated so far as prac- 
ticable. Before long I shall give to the world a huge report 
on that very complex subject which I believe will be both 
interesting and illuminating. 

The legitimate interests of labor must be protected in 
connection with transportation economy projects. Those in- 
terests do not require that such projects be stopped. On the 
contrary such a policy is suicidal for labor, for it means the 
slow decay of the industry to which it is applied. It is only 
by the lowering of costs that transportation can be developed 
and employment increased. Our preliminary figures indicate, 
for example, that the automobile has created a volume of 
intercommunity travel, stated in terms of passenger miles, 
which may be as much as four times the volume ever carried 
in any one year by the railroads. Labor, however, is fairly 
entitled to protection against the shocks of sudden economy 
projects. This has been done on the English rairoads, it has 
been done in other countries, it has been done in some in- 
stances in this couuntry, and it can be done here generally, 
particularly in connection with the new pension policy, with- 
out at all stopping progess in the reduction of transportation 
costs. I do not mean, of course, such a restriction on reduc- 
tion in railroad employment as is now carried in the Emer- 
gency Act. 

So much for what the Government can do to help the 
situation. Before I close I wish to say a word about what the 
railroads can do and also the investors in their securities. At 
the ouutset I mentioned the fear for the railroad future 
which has been caused by the sudden and extraordinary de- 
velopment of other forms of transportation. In addition to 
its effect on revenues, this development has changed the rail- 
road situation in at least two very vital respects to which I 
direct your attention: 

First. It has made the intense competition of the rail- 
roads with each other much less important from the public 
point of view and their lack of cooperation much more dan- 
gerous from the point of view of the railroads themselves. 

Second. It has completely changed the conditions under 
which much railroad service must be furnished and the basis 
upon which many of the charges for that service must be 
determined. 

In my research as Federal Coordinator of Transporta- 
tion I have endeavored to keep these changed conditions in 
the forefront. I have not time in this address to tell you 
much about that work, but it has been governed by the 
thought that the time was ripe for as complete a survey as 
could be made, with the facilities at my command and with 
the help of the railroads, of other transportation agencies, of 
the transportation users, and of those who manufacture for 
them, of the opportunities for economies through cooperation 
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and coordination and of the further opportunites, not only 
for economy but for imcrease in revenue, which can be re- 
alized from a modernization of the service and the charges 
therefor to fit the conditions which have suddenly come into 
being and now exist. 

The surveys which we have been making have not all 
been completed. In fact some of the most important reports 
remain to be issued. While all of our conclusions may not 
ultimately be accepted, I am confident that these surveys will 
serve a most useful purpose and that they will point the 
way to many helpful changes. To a certain extent they are 
irritating to the managements, but I believe that they will all 
agree, now or later, that informatio. well worth while has 
been secured. Opportunities of much money importance for 
economy through coordination and cooperation will be dis- 
closed. 

Of even more importance, in my judgment, will be the 
opportunities which will be disclosed for saving money and 
improving service by the utilization of the new agencies of 
transportation to supplement or substitute for railroad ser- 
vice. I expect to see the railroads embark upon the trans- 
portation business and by a process of benevolent assimila- 
tion utilize every form of transportation where it can do a 
better job than the old rail service can do. In fact certain 
railroads have already made noteworthy starts in this direc- 
tion, 1 expect to see very important developments in the use 
of light-weight metals, new types of motive power, and new 
types of cars, in both the passenger and the freight services. 
| expect to see an increase in frequency, speed and comfort 
of service. | also expect to see a rather complete revamping 
and simplification of many freight rates and passenger fares. 

The railroad industry is far too big and important and 
efficient to perish. It will continue to have a monopoly of 
certain forms of transportation. It will remodel its equip- 
ment and service and rates to regain lost prestige in other 
fields. It will surrender certain forms of traffic to other 
agencies which are better adapted to handle it, but it will 
utilize these agencies in many situations. Most important of 
all, a much greater volume of movement of persons and com- 
modities will be developed by all of the agencies, including 
the railroads. In short I see no good reason for doubting the 
general railroad future. I do not refer, of course, to the 
fortunes of particular companies. 

Te recent creation of a new central organization by 
the railroads is a most encouraging sign of the times. There 
has long been need for such an organization which could 
handle matter of common concern with greater authority 
and more effectively. It is an indication that the day of 
too intense railroad individualism is passsing, and that the 
pressing need of cooperation for the common good is in the 
way of realization. It is a pleasure to note that this organi- 
zation proposes to have a highly developed central research 


department for the use of all the railroads, utilizing all the 


facilities which modern science has made available. The 
avenues for profitable exploration by such a department are 
almost unlimited. 

Permit me, however, to utter one word of caution about 
this new organization. There are indications that it wishes 
to be “left alone” in the work of coordination without any 
Government meddling. Certainly it ought to have a free 
hand to operate so long as it operates for the good of the 


industry and the public advantage. But it must not be for- 
gotten that the railroads now furnish only one part of public 
transportation. There is grave danger that they will over- 
look and neglect that fact to their own ultimate injury. 
There is nothing more important to accomplish than the 
proper coordination of all the forms of transportation, and I 
know of no agency that can undertake that work except the 
Government. And some outside pressure and stimulus from 
the Government will do the new organization no harm in 
other ways. Moreover, the hope that by being “left alone” 
they can avoid the demands of labor for legitimate and 
reasonable protection is an idle dream. 


I shall conclude with a few brief suggestions about 
matters in which you, as bondholders and creditors of the 
railroads, should be primarily interested. Creditors can often 
best serve their own interests by fostering and protecting the 
interests of their debtors. I do not need to tell you that. As 
holders of a very substantial part of the railroad bonds, it 
is essential that the life insuurance companies consider the 
problems of railroad reorganizations from the standpoint of 
the good of the industry in which they have, and will con- 
tinue to have, such a large investment. Early in these re- 
marks I endeavored to make clear the present and future dan- 
ger of the railroad situation which lies in the heavy debt 
now outstanding. It is this danger which makes financial 
reorganizations imperative in many cases. At best, the im- 
mediate future of the railroads will be full of difficulties. 
How can they be met if companies must stagger along under 
a crushing burden of debt? But, on the other hand, can 
these railroads now be reorganized without great injury to 
the investors and creditors? 


There is evidence of a disposition to postpone reorgani- 
zations until economies can be realized. But some of them 
cannot be realized without credit, and postponing reorgani- 
zations is expensive, because receiverships are costly. The 
question then arises whether it is not possible to reorganize 
now on a basis of fixed charges which will not be an undue 
load even in times of severe depression, and permit the 
security holders to recoup when times of better earnings 
arrive. I realize that there is a difference of opinion and 
interest betwen the creditors and the owners in these prop- 
erties. Strictly speaking, the creditor is entitled in case of 
default to wipe out the equity holder and take all his prop- 
erty, if the debt cannot otherwise be satisfied. In some few 
instances, there is perhaps no other alternative; but in many 
instances I greatly doubt whether this pound of flesh prin- 
ciple is actually in the interests even of the creditors. To re- 
organize the properties on such a basis in a time of temporary 
emergency would strike too damaging a blow to future rail- 
road investment and injure the equity money market. The 
problem is to find a reasonable compromise between un- 
reasonable extremities, under which the creditors will be 
given ample protection and yet the equity holders will be left 
in the picture with at least a fair chance of eventual salva- 
tion. We are working on this matter in connection with the 
revision of the Bankruptcy Act and hope to evolve a prac- 
ticable plan of operation. I have mentioned the point to you, 
however, because I believe you should not overlook the ad- 
vantages of the early reorganization of the companies which 
are now in receivership or bankruptcy, and the possibility of 
accomplishing such reorganizations in a way which will fairly 
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protect the interests of all who still have a real stake in the 
property. 

Railroad reorganizations have been a problem which 
have furnished some of the worst pages of the history of 
American finance and of the administration of the law. The 
insolvent railroad has often been the prey of professional 
and sometime piratical reorganizers whose business it has 
been to salvage the property, ir not primarily in their own 
interests, at least with too little regard for the rights of the 
great groups of disorganized and discouraged investors and 
creditors. This has been under a system of judicial admini- 
stration where, on account of the complexities and the size 
of the problem and their unfamiliarity with it, the courts 
have frequently found themselves unable to administer the 
rights of the parties in accordance with any clear funda- 
mental principle. The bondholders have greatly suffered 
from such experience. The new railroad reorganization law 
passed in 1933 as Section 77 of the Bankruptcy Act was a 

‘rtunate drive in the direction of eliminating these abuses. 
A present problem is the perfection of this machinery to 
insure the right administration of the rights of the creditors 


and investors in these capital adjustments. 

With one more suuggestion I shall concludes’ We all 
know that in large companies with stock widely scattered, the 
managements are practically perpetuated and the stockholders . 
have little to say about the conduct’ of affairs. This, it 
seems to me, is a most excellent reason why the large credi- 
tors of the railroads, like the life insurance companies, who 
are or can be equipped to do it, and who have a primary 
interest in the stabilizing and strengthening of the indus- 
try, should keep fully informed in regard to railroad af- 
fairs and make their influence felt. They can be of great 
help, provided their studies do not take too narrow a course. 
In my work I come into close contact with railroad execu- 
tives, labor leaders, State authorities, financiers, investors 
and all those who are concerned with railroad affairs. Their 
points of view differ, but they are all important. It wou!d 
be of distinct advantage if those who are interested: in the 
railroad problem from the investing side could have these 
broad contacts, for they would aid in a sound appraisal of 
the situation. But in any event I know that the life insur- 
ance companies can be of real influence and help. 


~The Lawyer Attacks the 
Crime Problem 


By SCOTT M. LOFTIN, 


President, American Bar Association, at Washington, D. C. 
Over Columbia Broadcasting System, October 6, 1934. 


Under auspices of National Advisory Council on Radio in Education 


ADIES and gentlemen: 
Many citizens inquire why lawyers do not do 


something about the crime situation. They tell us 
that organized gangs of criminals roam the country, looting 
banks, kidnapping, extorting tribute from legitimate business, 
and bribing law enforcement officials, almost at will. They 
ask: ‘“Doesn’t the Bar owe some duty to society in this 
matter?” The individual lawyer has no more power tv 
change these things than you have, but the Bar Associations 
ought to and do consider it their business. They are hard 
at work on this difficult matter and are making some head- 
way with it. It is my purpose to talk with you for a few 
minutes about what we are doing and what we hope to ac- 
complish. 

There is no need to dwell on the seriousness of the 
crime problem. Estimates of our annual bill for crime run 
over twelve billion dollars a year. Its menace extends to 
every home. Its prevention is one of the primary objects 
of organized government. 

The lawyers have come in for their share of criticism 
because of the work of a few lawyers who have been in 
league with the underworld, and because of our slow and 
cumbersome criminal procedure, which gives every advantage 
to the accused. 

With the first of these criticisms no self-respecting mem- 
ber of the Bar can quarrel and is the first to demand that 
these men be punished. Since such practice flourishes only 





in the largest cities and is relatively small, it is just as unfair 
to tar the entire legal profession with this brush as it is to 
condem the entire medical profession because certain mem- 
bers performed a face-lifting operation on Dillinger. 

As to the criticism that our system is unwield!y and 
protects the criminal I must say that in many places this is 
true, and that the lawyer has a duty to perform there, but 
one which he cannot carry out without the aid of the people 
themselves and their Legislators. 

The American Bar Association is taking the leadership 
in an effort toward improvement. During the past year it 
has attempted to bring about unity in the work of all Bar 
Associations through a National Bar Program. The largest 
and most active associations in the country have joined to- 
gether in studying four major topics of prime importance 
in improving the administration of justice. The first stresses 
the necessity for improving the enforcement of criminal law; 
the second urges the raising of the requirements for admis- 
sion to the Bar so that a lawyer’s license will be a guarantee 
both of good moral character and sound legal training; the 
third refers to the improvement of the methods of selecting 
judges; and the fourth to the unlawful practice of law by 
individuals who have not had the preparation and training 
required of lawyers before they are permitted to practice. 
A fifth subject, which has been added this year, emphasizes 
the necessity for better enforcement of professional ethics. 
This will tend to make more efficient the methods by which 
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dishonest and unscrupulous lawyers are barred from the 
profession. 

While all of these are of great importance, I am sure 
you will agree that none is more vital than the first, the 
problem of criminal law and its enforcement. 

At the last meeting of the American Bar Association a 
considerable part of the program was given over to the work 
of the Criminal Law Section. Some 250 of the state and 
local associations had been canvassed as to their opinions con- 
cerning the relation between politics and crime, the efficiency 
of the local prosecutor and police, the prevalence of kidnap- 
ping and racketeering, and what the Bar could do to better 
existing conditions. ‘This covered but a narrow segment of 
the cause of crime and its cure, but the wide interest which 
it aroused was significant. In every state, Bar Associations 
sought to present as accurate a picture as possible of local 
conditions. “Che opinion of lawyers on their local situation 
was of great 1): since lawlessness in most of its 
aspects is a local n)oncnicnon. The results show that law 
enforcement is not red serious problem in small 
communities, but is regarucc as a ovatter of grave moment in 
larger cities where there is a direct relationship between 
politics and crime, according to our information. For- 
tunately, it relates chiefly to minor offences. 

The Bar is ready to undertake the reform of criminal 
procedure. This is a problem which lawyers are best quali- 
fied to attack and from which they can hope to secure the 
best results. The result of the work of the last year has 
been the framing of a program on criminal law, which was 
submitted to the annual meeting, of the American Bar Asso- 
ciation. Here, at last; the lawyers speak with one voice and 
their practically unanimous approval of the program augurs 
an active participation over the whole country in carrying 
it out. They can not do this unless they have your support 
and that of the other citizens of your community. 

The first recommendation is the appointment of a per- 
manent Committee in every state, composed of both lawyers 
and laymen, and charged with the duty of encouraging law 
enforcement. We have had a multitude of surveys and in- 
vestigations of law enforcement, and many of them have been 
extremely valuable. The difficulty has been in having com- 
missions disband when they finished their work and made 
reports, as there was no machinery to carry their proposals 
into effect. Work in any field of criminal law must be con- 
tinuous and persevering. In that way only can permanent 
reform be brought about. 

The second recommendation asks for the establishment 
in each local association of a Committee on the Reform of 
Criminal Procedure, and a Committee on Police and Prose- 
cution, which with a group appointed by the Governor, will 
make recommendations to the Legislature and will study 
methods of improving the police and making the prosecutor’s 
office more efficient. Lawyers in reality have no more con- 
cern with the police than have doctors or bankers, but the 
lawyer is an officer of the court and as such he has a public 


duty to perform in bringing about a more effective adminis- 
tration of justice. “The police are a cog in the machinery 
of the law and if they do not mesh with the other gears, 
the result is inadequate law enforcement. I heartily approve 
of the statement which has been made that there should be 
less speech-making and more thief-taking. There must be less 
talk and more action. 

Our recent survey shows that the police can be consid- 
erably improved and that the methods of scientific crime de- 
tection are not as widely employed as they should be. As 
an example, we can take the little machine known as the lie 
detector. This simple device, consisting of three pens which 
record on a moving drum the rate of respiration, the pulse 
beat, and the changes in blood pressure, has proved its value 
in hundreds of cases. In a recent case in Illinois fourteen 
suspects were quizzed in an effort to determine the slayer 
of a young girl. The evidence was not conclusive against 
any of them. All were tested upon this instrument and the 
records obtained indicated that only one of them had lied. 
He fled, but was apprehended two weeks later and confessed. 
He was tried, convicted, and sentenced to prison. Although 
this is only one instance of the many confessions obtained by 
the use of the lie detector, not more than a half dozen of 
these machines are in use by the police throughout the 
country. 

The third proposal recommends the creation in each 
state of a State Department of Justice to supervise actively 
the work of every law enforcement agency. A uniform law 
on this subject will be submitted to State Legislatures. The 
need for it is found in the lack of coordination of sheriffs, 
police, and district attorneys within a single state. 

The fourth recommendation, to rid the profession of 
dishonest and unethical practitioners, needs no comment, as 
it is for the manifest good of the public as well as of the Bar. 

The American Law Institute has formulated a code of 
criminal procedure which was drawn by experts after the 
most careful and painstaking work. This code has not re- 
ceived the proper attention from Legislatures throughout the 
country, and the suggestions that it be so considered is the 
last of the recommendations. Under this code a defendant 
claiming an alibi or insanity is required to give notice to the 
prosecuting attorney so that he may be prepared to meet it. 
This should do away with such defenses when they are 
spurious. Also, it is recommended that the court or prose- 
cution be permitted to comment on the failure of the de- 
fendant to testify in his own behalf. Such is now permitted 
in five states and in England. 

The American Bar Association intends to press for the 
adoption of these recommendations and requests your sup- 
port in this behalf and thereafter in making them effective. 
I want you to know that the lawyers are interested in this 
matter and feel that with your cooperation we can get re- 
sults. ‘True as it is, a river never rises higher than its source, 
so the enforcement of criminal law will never be any more 
effective than our citizens demand. 
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By JAMES P. WARBURG 


Vice-Chairman Bank of the Manhattan Company, New York 
Delivered Before the Chicago Council on Foreign Relations, 
Chicago, Illinois, October 4, 1934 


T is now over a year and a half since the Roosevelt Ad- 
ministration came into office—more than a year and a 
half since we heard from its spokesmen of the necessity 

for formulating a consistent foreign trade policy—and, so 
far as I can see, we are just as far from having such a policy 
as we were in March, 1933. 

It is about eight months since Henry Wallace, our Sec- 
retary of Agriculture, issued his pamphlet, “America Must 
Choose,” in which the whole problem of foreign trade was 
clearly stated, and we are no nearer to making the choice 
today than we were in February, 1934. 

Unfortunately the subject of foreign relations is one in 
which the average citizen takes very little interest, because 
it is not generally realized how directly a foreign policy 
affects the details of any nation’s internal economic and 
social life. Fortunately, however, this audience does not 
fall into that general category. In fact the Councils on 
Foreign Relations and the Foreign Policy Association have 
probably done more to promote an understanding of the 
subject than any other agencies in this country. It is not 
necessary, therefore, to begin with the usual apology for 
talking about the subject at all, nor to show by facts and 
figures how much of our future progress depends upon a 
revival of world trade. 

I shall begin, if you will permit me to do so, with a 
basic assumption, namely: 

That all of us here are agreed that we do not want this 
nation to pursue a course of national self-sufficiency, because 
we know that such a course means lower standards of living 
tor our people and a degree of regimentation which would 
necessitate the abandonment of a democratic form of gov- 
ernment, the abandonment of individual freedom, and the 
abandonment of progress. 

I realize that this assumption is a very wide one, includ- 
ing the basic belief in democracy and a free economic order, 
regulated where it needs regulation to prevent abuse, by 
laws defining the rules of the game, rather than by arbi- 
trary authority vested in a central government. I realize 
that there may be some in this audience who lean towards 
Socialism, or Fascism, or one of the other Isms. If so, I 
cannot hope to interest them in what I am now going to 
say, for our roads have parted long before we reach the 
point of this discussion. On the other hand, if there be 
such Ismites among you, let me urge them not to reach an 
emotional conclusion, let me urge them to search deeply 
into the full implications of their particular Ism and see 
whether they really believe that it has anything worth while 
to offer. Let me ask them to think over the following sen- 
tences spoken by Abraham Lincoln in 1860: 

“I do not mean to say that we are bound to follow im- 








plicitly in whatever our fathers did. To do so would be to 
discard all the lights of current experience—to reject all 
progress, all improvement. What I do say is, that if we 
would supplant the opinions and policy of our fathers in 
any case, we should do so on evidence so conclusive, and 
argument so clear, that even their great authority, fairly 
considered and weighed, cannot stand.” 

That is the quintessence of my own political, social, and 
economic philosophy, expressed far more simply and clearly 
than I could hope to express it in words of my own choosing. 
That is the basic assumption upon which I predicate the fol- 
lowing observations in regard to our foreign trade problem. 

It is perfectly obvious to this audience, I think, that the 
more civilization advances, the more do the various nations 
become dependent upon each other. Partly this is due to 
the elimination of time and distance by better means of 
communication and transportation; and partly it is due to 
the fact that as industrial processes become more compli- 
cated, an increasing variety of raw materials is needed in 
manufacturing’ goods, some of which can only be obtained 
in a few parts of the world. 

That is one reason why war has become so disastrous to 
our economic machinery. That is why it is so necessary 
that we repair the ravages of the last war, and that we seek 
to free world trade from the tangle of artificial restrictions 
which now encumber it. 

Then, too, if we recognize as a fact that war is the one 
thing which our present economic order cannot stand with- 
out serious collapse—if we agree that future wars must at 
all costs be avoided for this, if not for humanitarian reasons 
—then we must come to the conclusion that there is no 
better insurance against political animosities than the re- 
moval of economic irritation, wherever it is possible to 
remove them. Almost all wars arise, I think, from one of 
two fundamental causes: competition for economic advantage 
between nations, or economic distress within one nation, 
which causes its rulers to seek either relief or diversion by 
fighting another nation. 

By diversion, I do not, of course, mean pleasure. What 
I do mean is that many a war has been started by a govern- 
ment that could think of no other way to distract the minds 
of its people from the distress which would otherwise lead 
to a revolution, than by picking a quarrel with some other 
nation, so as to have a common enemy more tangible—if 
less real—than the economic enemy within. 

Apart from our own purely national self-interest, which 
demands world trade rather than self-sufficiency, I believe 
that we should shape our course towards the greater devel- 
opment of world trade if only in the interests of preserving 
world peace. Self-sufficiency means strictly enforced regi- 
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mentation of the people of any country that chooses to be 
self-contained. Even those who favor self-sufficiency admit 
that. Such regimentation means the end of freedom ; and a 
people that has lost its freedom does not long remain con- 
tented. Thus it is plain, | think, that the doctrine of self- 
ufficiency implants within any nation that adopts it the 
seeds of revolution and aggression. 

Similarly, since any nation’s imports are necessarily the 
exports of other nations, any nation which practices self- 
ufficiency — which is elimination of imports — necessarily 
practices the reduction by force of the exports of other 
nations, arouses animosities, and tends to provoke reprisals, 
if not actual armed war. 

This seems to me so plainly indicated, that, unless one 
believes in war, it is difficult for me to see how one can be- 
lieve in national self-containment. And, conversely, the only 
vood reason for economic isolation, it seems to me, is the 
tear of war and the consequent cutting off of certain essen- 
tial raw materials or products. But, if one follows that rea- 
soning, one gets into a vicious circle; for fear of war one 
tries to become self-sufficient; and by trying to become self- 
sufficient one provokes the war. 

What, then, if we do not choose self-sufficiency, are 
the important elements of the course we should pursue? 

It seems to me that, first of all, we must realize that we 
cannot hope to export more ‘Of our goods and services unless 
we are willing to import more as well. To this audience that 
is, of course, self-evident, but there are a surprising number 
of people in this country—and particularly in Washington 
~-who still believe that we ought to find a way to increase 
our exports without increasing our imports. These people 
still do not realize that they might just as well try to find 
a way of making an echo without first making some sort 
of a sound. 

Having realized and accepted this simple fact, we must 
deliberately set about increasing our imports, which means 
that we must reduce our tariff. And we must see to it that, 
if we reduce our import restrictions, other nations will agree 
to do likewise. 

But the mere cutting of our import duties is not enough. 
We must realize that a depreciated currency is the most 
drastic of all import restrictions, except an outright em- 
We must therefore take into consideration that this 
present Administration by reducing the foreign exchange 
value of our currency by 40% has arbitrarily increased our 
tariff by 6624 % except as against nations whose currencies 
have likewise been depreciated. 

It follows that international agreements to reduce 
tariffs, import quotas, and other restrictions, can only be 
made effective if they are accompanied by international 
agreements to stabilize currencies. 

Finally, we must face the fact that we have in the past 
made excessive foreign loans, which can only be repaid if 
the debtor countries are in future able to sell more than they 
buy. We must learn in future to correlate our foreign lend- 
ing Operations to the realities of our foreign trade picture; 
and we must seek gradually to work out the mistakes of 
the past by funding “frozen” credits, wherever we can 
justify such operations on the. basis of mutually cooperative 
trade and currency agreements, 


bargo. 


fated London Monetary and Economie Conference. 


_ Most of this seemed to be pretty well realized by the 
Administration during the two months préceding the ill- 
Much 
of it was actually contained in the instructions given to 
our delegation when it set sail for London. Practically all 
of it has since apparently been cast aside. 

What, then, should we do? 

If we are to avoid the consequences of a steadily dwin- 
dling international trade—and these consequences include 
reduced living standards everywhere, the probability of wars, 
and the certainty of extreme regimentation—then it is high 
time we should do something more than render lip-service 
to this problem. 

The time has come when we must take an entirely new 
view of our whole foreign trade relationships—a view based 
upon the carefully ascertained interests of the nation as a 
whole, which demand nothing so much as the achievement 
of a better balance between industry and agriculture at 
home. This balance within ourselves can only be achieved 
by determined and consistent action in the field of our inter- 
national relationships. 

The present Administration is deeply concerned over 
the plight of our farmers, and rightly so. . It is spending 
billions in agricultural relief, agricultural loans, and in try- 
ing to establish crop control. I have no fault to find with 
real relief expenditure. I have plenty of fault to find with 
other aspects of our present agricultural program, but that 
is a matter which does not concern us here. What does 
concern us is that the very simplest and most obvious rem- 
edy for our farm troubles is being neglected. 

Instead of fostering imports of manufactured goods and 
raw materials not produced in this country, we are strangling 
imports by depreciating our currency, and at the same time 
stimulating the foreign production of agricultural products 
by artificially raising prices and paying our farmers to pro- 
duce less in this country. As a consequence we shall prob- 
ably make permanent the loss of some markets that we might 
otherwise have regained. 

It is, of course, ‘claimed that currency depreciation pro- 
motes exports. But you know and I know that the advan- 
tages gained by any nation which resorts to this expedient 
are as a practical matter invariably offset by retaliatory 
action on the part of other nations. 

The net result of what we have done is clearly illus- 
trated by what has happened in regard to cotton. In May, 
June, and July—-the last three months of the old cotton 
season—we exported about one million bales as against 
1,800,000 bales in the same months of 1933. To date, the 
most recent figures I have been able to obtain in regard to 
the new crop show that we are exporting less than half as 
much as we were a year ago. And, in the meantime, foreign 
production of cotton is steadily increasing, and the use of 
substitutes for cotton is steadily increasing. 

It is not hard to see what will happen to the whole eco- 
nomic structure of our Southern States, if this tendency 
continues. 

Nor are the Southern States alone affected, because the 
general taxpayer throughout the country is the one that 
foots the bill. 

This will suffice to illustrate what I mean by saying that 
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we must take an entirely new view of our foreign trade 
problem. 

Similarly we must take a new view in regard to the 
methods by which we formulate our policies and put them 
into operation. 

Under the old system our tariff policy was formulated 
by Congress. Under the old system it made very little dif- 
ference whether the traditionally high-tariff Republicans 
or the traditionally low-tariff Democrats were in power. 
In either case the horse-trading process between various sec- 
tional and special interests meant mutual back-scratching 
and consequently higher and higher tariffs. It is the old 
story that practically everyone with any knowledge of eco- 
nomics believes in free trade—until the moment when his 
own ox is gored, at which precise moment he becomes a 
protectionist. 

Nor do I believe that this can ever be changed so long 
as the details of tariff policy are determined by Congress. 

For this reason I believe it is essential that the function 
of determining and carrying out the details of a tariff policy 
should be delegated to the Executive, provided that two 
important safeguards are preserved. ‘The safeguards are: 

First, that Congress shall not delegate, but shall itself 
determine the general framework of a foreign trade policy ; 


that is, if we decide to open the way for increased exports - 


by fostering imports, Congress should be the one to decide 
by how great an amount we desire to increase our annual 
imports. In other words, Congress, taking into considera- 
tion the interests of the nation as a whole, should determine 
how great a sacrifice is to be made by industry in order to 
help agriculture and achieve a better balance between the 
industrial and agricultural elements of the population. 

It is important to stress that this function of determin- 
ing the general framework of a policy has nothing whatso- 
ever to do with settling how such a general policy is to be 
carried out. It has, for example, nothing to do with the 
question of whether the tariff on sugar, or the tariff on 
olive oil is to be lowered, nor with the amount of tariff 
reduction, if any, in either case. 

The second essential safeguard is that Congress shall 
delegate the power to settle the details of a policy, the gen- 
eral principles of which it has determined, with the proviso 
that this power shall be exercised by the Executive only after 
the fullest possible investigation and report by a modernized 
Tariff Commission, and on the express understanding that 
the Executive and the Commission will furnish Congress 
each year with a detailed report, on the basis of which Con- 
gress would then redetermine the general policy for the 
next year. 

In this way, it seems to me, we should improve our sys- 
tem of tariff-making by removing its inherent tendency 
towards constant upward revision, because we should have 
removed from Congress the very basis of the past lobbying 
and horse-trading. On the other hand, we should provide 
for a more scientific amd careful procedure, we should arm 
our Executive with bargaining powers to use in obtaining 
agreements with other nations, and we should still leave in 
Congress—where to my mind it belongs—the basic decision 
of what our policy is to be. ‘ 

The limited bargaining power delegated to the Presi- 





dent at the last session of Congress was a step in this direc- 
tion, but only a very insignificant step. The Act conveyed 
only a limited power for a limited time. And, more impor- 
tant, it did not provide that Congress should itself determine 
the general framework of foreign policy, nor attempt to 
safeguard the power delegated to the Executive as above 
outlined. 

As a result the major question remains unanswered. 

Congress has not decided what our foreign policy is to 
be. It has merely, for the time being, passed the buck to 
the President. And there has been no intimation from the 
White House that any definite general policy is being formu- 
lated there. On the contrary, it looks to me as if we were 
about to pursue a purely opportunist policy of tariff-bar- 
gaining with other nations. This is not intended to imply 
any specific criticism of the recently concluded treaty with 
Cuba, nor of the similar negotiations now in progress with 
other Latin American countries. Such treaties may in them- 
selves be good or bad. But the fact is that, so far as one 
can judge, they constitute part of a hit-or-miss procedure, 
with no clearly defined general objective or predictable 
course, upon which either our agricultural producers or our 
industrial interests can safely base their calculations for 
the future. 

The indications are, that, in seeking to make a series of 
bargains to our own advantage, we shall overlook the im- 
portance of stimulating world trade as a whole. 

It seems to me a curious and almost tragic bit of irony 
that for the first time in years we have a Secretary of State 
—the Hon. Cordell Hull—who has been a lifelong protag- 
onist of free economic intercourse between nations, who 
has fought throughout thirty years of public service against 
a policy of selfish nationalism, and who is now compelled to 
follow a course which largely ignores the importance of 
triangular trade and stresses the prehistoric principle of 
direct barter. 

Perhaps that is an unduly pessimistic appraisal of the 
present situation. Perhaps there are developments going on 
in Washington, about which we have as yet not heard and 
which will eventually lead to the formation of a real foreign 
policy. I do not know of any at the present time. 

At the present time I know only that the basic question 
posed by Secretary Wallace to the American people remains 
unanswered. I know only that this question concerns the 
people as a whole, and should be answered by the people as 
a whole through their duly elected representatives. And I 
know that this is a question which goes beyond all party or 
sectional lines, because it strikes at the root of our whole 
social, political, and economic problem. 

But the people as a whole are not being stimulated ww 
study and answer this question. They are in the process of 
having it answered—or left umanswered—for them. 

That is where it seems to me that your Council on For- 
eign Relations and other similar organizations in various 
parts of the country, wherever citizens gather to discuss 
these things, can render a great service. 

The voter’s job this Autumn is a very difficult one. 
Issues have not been clearly drawn. Candidates will for the 
most part not be clearly identified with principles. Party 
lines will be hopelessly confused. Many votes will be cast 
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for the New Deal because of the President’s personal popu- 
larity and the fact that the opposition—such as it is—has 
at its head no exciting and dramatic figure. 

Many voters will be influenced by the fact that they are 
now deriving much or all of their livelihood from the expen- 
ditures of the Government. To many of these people it 
will seem that a vote against any part of the New Deal is 
biting the hand that feeds them, for they will not as yet 
realize that the hand which now feeds them so generously, 
must soon empty the pockets of the Federal Treasury, or 
else turn into the iron fist of oppression. 

Foreign policy is but one aspect of the underlying choice 
that confronts us. 

In the last chapter of a recently published book, which 
i have called “It’s Up to Us,” there is a questionnaire, by 
means of which I have tried to bring to a focus the various 
phases of the problem as they present themselves in agri- 
culture, industry, labor, banking, money, and Government 
finance. 

In the end, it matters very little from what angle you 
approach it; the basic question remains the same. The choice 
lies between democracy and bureaucratic dictatorship—be- 
tween freedom and enslavement to our own weakness. 

Where you and other similar groups throughout the 
country can perform a great service is in helping the voter 
to express at the polls what he or she really wants to express. 

You can do this by demanding of the candidates for the 
two houses of Congress that they give clear and unequivocal 
answers to a few fundamental questions of principle. You 
could, for example, take my questionnaire as a starter and 
have it mimeographed for your membership. (You will see 
that I am not trying to sell you my book.) You could elim- 
inate the questions you consider unimportant, re-word some, 
and put in others. Having thus made up your own series of 
questions, you could confront each candidate for election 
or re-election with the issues on which you would like to 
know his position. 

Having done that, it should not be difficult to make 
known to the voters through the public prints where each 


candidate stands, so that the people will have at least a 
chance to vote for something more than a name or a party 
label. 

It seems to me that at this late date we cannot do much 
to eliminate the present confusion of our party system. In 
future we can, and should see to it that our party—which- 
ever it be—puts up candidates that stand for the principles 
we want represented, so that we can vote for our party as 
well as for our convictions. 

But at this time it seems to me that we should disregard 
the candidate’s party label and consider only two things: 

1. What does the candidate stand for? And 

2. Is he the type of man that keeps his pre-election 

promises ? 

That, as I see it, is what your organization can do: it 
can make plain to the people which way to vote if they 
want to cast their ballots for national self-sufficiency and 
dictatorship, and which way to vote if they desire to remain 
free citizens who govern themselves. 

In one respect we are a curious people: 

We will fight for our liberty at the drop of a hat. 
we have to be driven to vote for it. 

No Government can keep us free citizens who govern 
themselves if we are too tired or too indifferent to express 
ourselves. No Government, no matter how little it wants 
to assume dictatorial powers, can refrain from becoming 
a dictatorship if its citizens give it only a general mandate 
to “go ahead and do whatever is necessary to make us pros- 
perous and happy again.” 

We still have the power to act as our forefathers acted. 
We can still do what they intended us to do and gave us 
the means of doing under the Constitution. 

We can at least try to elect Senators and Representa- 
tives who will represent us and our convictions—instead of 
handing out a general mandate to make us well and thus 
opening the door to ideas and ideals as foreign to most of 
us as the German goose-step or the Fascist salute. 

As yet America has not chosen. 

If she does not choose soon the choice may go by default. 


But 
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lished for the education of American youth. Its 

effort throughout its history has been to fulfill this 
purpose. Its aim today remains what it has been. In the 
variety of its curriculum and in its prescriptions as to how 
this shall be utilized it seeks a three-fold objective. It offers 
the opportunity of increasing one’s store of knowledge; it 
strives to develop one’s intelligence by creating a habit of 
reflective thought as to how knowledge should be utilized; 
and it prescribes that study shall be made in some one field 
of knowledge beyond its elementary stages so that some 
acquaintanceship shall be had with the method and results 
of scholarly accomplishment. 


Listes ir ne COLLEGE is a foundation estab- 


If distinction were to be made concerning the relative 
importance today of these three specifications, I should say 
unhesitatingly that the developing of intelligence must be 
given first piace. But intelligence is dependent upon a wide 
range of knowledge and upon the discipline of mind which 
leads one to interpret this knowledge with respect and with 
discrimination. Hence, neither factual data nor disciplined 
thinking can be disregarded as prerequisities of intelligence. 

There may be perfectly justifiable differences of opinion 
as to whether the world is most benefited over a long period 
of time by the contribution of amateur scholars or by those 
of professional scholars. But as society is constituted at the 
present day, the general intelligence made pervasive of ama- 
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teur scholarship is indispensable if the recognition and appre- 
ciation of professional scholarship are to be made available 
for the continued sustenance and development of such 
scholarship. 

Likewise, special circumstances may make it desirable 
for some individual colleges to make the development of 
professionalized scholarship their primary concern. But 
upon higher education in general the responsibility rests first 
of all for increasing and refining intelligence. Otherwise 
democracy will destroy civilization by elevating to power the 
unfit and destroying the influence and the potentiality for 
accomplishment of the fit. It is no small part of the re- 
sponsibility of education to develop the confidence in its pro- 
cesses and its effects which shall increasingly give the unfit 
respect and craving for the cultivated intelligence by which 
to become fit. 

If in such times as those in which we live, higher educa- 
tion should accept a passive role or should adopt an attitude 
of unconcern, arguing that education was not primarily con- 
cerned with how society should be organized or declaring 
that how we should be governed was outside its ken,—if 
these things were to be, then new dark ages might impend, 
and civilization would be forced to await the forces of evolu- 
tion to create some future generation of the fit and to re- 
store such to the legitimate place of influence which should 
be theirs in conduct of the world’s affairs. 

On this occasion at the opening of our academic year, 
I wish to brand as despicable a defeatist attitude. In behalf 
of Dartmouth and for all colleges I crave the privilege of 
bespeaking a militant spirit of faith and of courage. And I 
wish briefly to discuss the details of a few matters with 
which we have particular concern. 

Characterization has been made of our time as a period 
of frustration. The description is a graphic one, but hardly 
fair. Man’s environment has completely changed within the 
lifetime of a single generation. It is possible, of course, that 
man’s efforts to adjust himself to this will prove so badly 
advised as to become entirely futile, but it is not inevitable, 
or even probable. When history of the world in our time 
is written, the record will more likely show the present to 
have been an age of adaptation. Mankind has always been 
meeting difficulties and eventually lessening these when not 
entirely dissipating them. In general, the newer and greater 
difficulties which confront man today have been created by 
man. It is a philosophy of cowardice to assume that the 
mind of man cannot correct them. Obviously, however, 
despite the vehemence of argument for special devices of 
government or particular organizations of society, there is 
no clear knowledge of the exact corrective methods most 
advisable to apply. The solution must be found by the ex- 
perimental method. This method presupposes proving cer- 
tain assumptions false as a concomitant of acquiring proof 
that others are true. In other words, under necessary ac- 
ceptance of a method of trial and error, failure may be 
definitely a step towards success. A noted preacher once 
said that it was not to be assumed that God didn’t answer 
prayer because he didn’t always say “yes”. By analogous 
reasoning, it is not to be assumed that an age is futile or 
that a generation is wasted because some of its major en- 
terprises do not carry through to success. 

On the other hand, under the experimental method it 
is imperative that projects be intelligently conceived, their 


development be painstakingly studied, the evidence adduced 
be critically scrutinized, and the eventual conclusions derived 
be accepted, regardless of doctrinaire opinion or preconceived 
ideas. Herein I believe lies the greatest basis of doubt in 
regard to the immediate future in the affairs of government 
at home or abroad and in regard to desirable social adjust- 
ments throughout the world. The query constantly arises 
in the solicitous mind not so much as to whether the ex- 
periments being tried are likely or not likely to succeed, but 
whether they are being scrupulously examined and studied 
to learn what factors of promise or. fallacy are contained 
within them. And it is only fair to add that valid judg- 
ments upon these seem more likely to be secured from the 
unbiased minds of men intelligently honest without brilliance 
than from the minds of men intellectually brilliant, but doc- 
trinaire. Acceptance of this conviction in the conception of 
desirable educational programs might conceivably modify 
radically the theory and practice of institutions responsible 
for higher education. 

There is an essay by Dr. F. C. S. Schiller on “Scientific 
Discovery and Logical Proof” which I wish every under- 
graduate might read. It is published in Studies in the His- 
tory and Method of Science by Charles Singer. In this 
there is one particular pojnt that bears upon the matters we 
are considering; namely, the distinction between the prover 
and the explorer who may become the discoverer. Dr. 
Schiller argues that the mental attitude of the one must be 
quite different from that of the other, that the explorer sel- 
dom can be absolutely certain when he has become the dis- 
coverer, and that verification lies with the prover. To be 
sure, Dr. Schiller assigns definitely lower rank of the two 
to the prover in the realm of research in the pure sciences, 
but from his comments on the inevitably great proportion 
of failures to successes among explorers, as compared with 
the provers, it is doubtful if he would make identical con- 
tentions in regard to the social sciences. Here inevitably the 
claims of discovery on the part of the explorers need to be 
checked by the provers at frequent stages. Unfortunately, 
the inhibitions of science, as demonstrated in medicine, 
against hazardous experimentations upon human beings have 
not become the ethical code of such wielders of vast political 
powers as a Stalin or a Hitler, for instance. Nor if the 
aspirations for human welfare of political leadership in 
America should fail, would we be free in the future from 
the probability of like experimentation upon ourselves. It 
is for such reasons that I believe it to be the duty of every 
real friend of governmental reform and of sotial advance 
to insist that provers be given equal place with the explorers 
in the great social and political experiments of the present 
day. Even if we accept as necessary a practice of experi- 
mentation under a theory of trial and error, provers might 
recognize error in its early stages and save much that would 
be lost, if mistake were carried to its final conclusion. As 
Seneca wrote, “An age builds up cities; an hour destroys 
them. In a moment the ashes are made, but a forest is a 
forest is a long time growing.” 

Theoretically, in a democracy the citizens possessed of 
the vote should be provers, weighing comparative merits and 
defects of governmental policies and rendering periodical in- 
telligent decision as to the confidence to which these policies 
had proved themselves entitled. Practically, our political 
discussions in the past, as they will probably be in the imme- 
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diate future, have been largely based upon our antagonisms 
and upon our dislike of specific details of policy, regardless 
of whether these were at all offset by other policies which 
in whole or in major part were defining progress or were 
conserving the national welfare. That this should be so is 
certainly an indictment of the influence of the educational 
establishment of a country wherein a quarter of our popu- 
lation, year by year, is enrolled within our schools and col- 
leges, and wherein institutions of higher learning are given 
the opportunity of working their influence upon more than 
two million prospective citizens a decade. ‘The responsibil- 
ity, I believe, rests jointly upon certain attributes of the 
American college student body and certain defects in our 
official college conception of what are the real objectives of 
higher education. 

I wish for a moment to leave general discussion and 
to be quite specific in regard to some aspects of our life tc- 
gether in this college. 

In brief review of the history of higher education in the 
United States through recent decades, certain conclusions 
seem justified that bear upon the possibilities of common 
advantage in the relations that begin today between the in- 
stitutional college and the undergraduates. 

Important among these I should place the haziness of 
perception of the average undergraduate about the advan- 
tages available to him in a college course and his frequent 
lack of comprehension of the relative importance of these 
advantages, one to another. There is no truer saying than 
that the eagerly sought privileges of one generation tend to 
become assumed as rights in the next. Consciousness of 
values then begins to disappear. It is so of higher education 
in America today. Too large a percentage of the under- 
graduate bodies in colleges today are there because going to 
college is being done. ‘Too small a proportion are there 
with any consciousness of the values obtainable or with 
definite purpose to avail themselves of the particular benefits 
which will enrich their lives or make these of consequence to 
the greater welfare of mankind. The man who embarks 
upon his college course without either knowledge of where 


he is starting from or where he is going is subject to all 


the hazards of a mariner at sea without compass or chart. 
It is in no censorious mood that I make these assertions, 
but rather in the hope that in recognition of the facts we 
may in some measure offset them. ‘They result in some de- 
gree from the American aptitude for organization of worthy 
projects into systems of stereotyped forms, and in some de- 
gree from easy assumptions that blessing acquired by self- 
discipiline and effort can be extended without impairment 
to those who have never labored or imposed any discipiline 
upon themselves. Within the memory of a host of men now 
living there was no single institution of college grade in the 
United States that had an enrollment of a thousand stu- 
dents. Without question, even then in individual cases there 
was no full appreciation of what education was or why its 
influence was being sought. It would appear, however, from 
much of the data available in regard to the circumstances 
of college life of these times that the infrequency of oppor- 
tunity to attend college, the literal fact that a college man 
as one in a thousand rather than one in a hundred, gave 
to individual students a sense of values in college oppor- 
tunities which led to utilization of those opportunities 
which could be had to somewhat greater extent than is fre- 


quent in our own time. This statement holds in spite of the 
doubts of an occasional Henry Adams and in spite of the 
limited facilities of the institutions of higher learning of 
those days. It seems to be true that the more we have of a 
thing, the less consciousness we have of its worth, whether 
this be liberty, or health, or economic resources. So it is 
of educational opportunity. Even if, however, these things 
be necessarily true of students when entering college, there 
is no need that they continue true among those of a thought- 
ful group such as an undergraduate body may become. 

I have read the editorial comment of undergraduate 
periodicals in recent years with considerable care. I have 
listened to extended criticism of college procedures and of 
college accomplishments in undergraduate groups at Dart- 
mouth and at other colleges. In consideration of these with 
great interest and with some profit, I have nevertheless had 
much concern, as forecasting the temper of the great so~ 
ciety which college men would later make up, that emphasis 
has been so largely placed upon what the colleges should 
do for their men and so little emphasis has been placed upon 
what these men should do for themselves. Much has been 
said about making the absorption of learning less difficult, 
the conditions of college life more comfortable, the pro- 
cedures and programs more convenient, and the adverse 
judgments in regard to indolence and indifference less exact- 
ing. Little has been said about how ler~ning should be made 
accurate or about how mental fiber should be toughened, or 
about how intellectual fortitude should be developed. 

It is a short step from such attitudes in regard to the 
relationship of a man to his college to the attitudes of the 
same man in his relation to government. And though the 
analogy is not complete, in the large it is true that as a 
government is what its citizens make it, so a college is what 
its undergraduates make it. A college may be made a pleas- 
ant refuge from ennui between week-ends; or it may be de- 
veloped into a charming social center, or it may be utilized 
as an agency for sharpening the predatory instincts of its 
members and making these effective in relations in later 
life with their fellow men. On the other hand, a college 
may be made a sacred temple wherein one finds inspiration 
to seek truth, wherein are safeguarded treasures of the past 
whose values have been proved, and wherein one finds cour- 
age to abandon the easy assumption of things which are not 
so. 

Quite incidentally also, I should like to refer to the 
frequent criticism, so vehemently made in the undergraduate 
press and recently repeated in popular magazines, in regard 
to the requirements in college curricula of disciplinary sub- 
jects requiring exact factual data, of some acquaintanceship 
with foreign languages, and of the ranking system. The 
hypothesis is usually accepted that except for conservatism 
and addiction to established forms on the part of the col- 
leges, such requirements would speedily be abandoned. Well, 
they were abandoned in the most radically experimental pro- 
ject ever undertaken educationally upon a large scale when 
the Soviet Union set up its system of universal education and 
founded this on adoption of the project method. What was 
the result? In a resolution adopted by the Central Com- 
mittee of the Communist Party on August 25, 1932, the 
whole plan was declared ineffective and undesirable in that 
it did not give sufficient general knowledge and failed to 
teach the essential basic principles of specific subjects. The 
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resolution prescribed a more thorough study of individual 
subjects, more time to be spent on mathematics, physics, and 
foreign languages, and the reintroduction of examinations 
and the marking system. ‘The recommendations of this reso- 
lution are now being put into effect. 

Passing to broader discussion and to other than under- 
graduate obligations, we must admit the need that the col- 
lege should accept greater responsibility for articulating it- 
self to the rapidly changing conditions of modern life. We 
are so much involved in these and so much a part of them 
that except by definite effort we become insensitive to them. 
Factual knowledge and philosophical imagination are more 
indispensable than ever before, but these alone are not 
enough. The house of truth within which only the college 
has had justified residence must be expanded into a more 
ample abode of understanding. A man, for instance, may 
know all the obvious facts of an industrial dispute and yet 
have no understanding of it. To possess the latter he must 
have acquaintanceship with the history of the machine age, 
the principles of mass production, the theory of capitalism, 
the influences of the profit motive, the dislocations of labor 
resulting from wars and tariffs, the effects of monetary ma- 
nipulation, the physiology as well as the psychology of fear, 
the incentives of ambition, the contagion of discontent, and 
the cravings for power,—to name but a few of the factors 
involved. 

Moreover, and of the greatest importance, any enduring 
plan for developing industrial peace must reckon with the 
growing recognition on the part of the working classes that 
for reasons which they little understand there are rapidly 
developing conditions in the United States which make it 
increasingly difficult for a man to change his station in life. 
The employing class inevitably grows numerically less as 
technological advance requires more elaborate and more ex- 
pensive apparatus for the manufacture of products. Then 
too, the high degree of specilization required for modern em- 
ployment tends to separate the working classes into tech- 
nically trained groups between which there are too few com- 
mon denominators of experience to make transfer from one 
to the other at all practicable, Thus the position of the 
wage earner tends constantly to become more fixed and 
access to the employing positions tends to become far less 
possible than in times not long past. These condition are 
all imposed upon a population which has been reared in 
the conception of America as a land of unbounded and un- 
restricted opportunity, where any man might become presi- 
dent and where possibility for advancement was unrestricted 
by any factors except individual ability and individual merit. 
America still remains a land of opportunity and a land of 
promise for self-expression of the individual man to greater 
degree than is true of any other land upon the earth’s sur- 
face, but it is decreasingly so. The separate facts are known 
to a multitude of our citizens, but there is little understand- 
ing of their implications except among a few. 

From a great number of possible examples I have taken 
labor unrest as a single illustration of the American tend- 
ency to classify ills by superficial symptoms rather than by 
thoroughgoing diagnosis. Wherever we turn to study nor- 
malities or maladjustments of mankind in such problems as 
war and peace, obedience to law or crime, mental hygiene or 
insanity, democracy or despotism, individualism or collect- 
ivism, nationalism or internationalism, we find understand- 


ing correspondingly needful and correspondingly difficult. 
Thus it comes about that few have time or energy to seek 
understanding and fewer have the background of knowledge 
and the mental acumen to acquire it. ‘This is the significance 
of ‘the statement in the report of President Hoover’s Re- 
search Committee on Social Trends, which declares: 
wy be) Modern life is everywhere complicated, but espe- 
pecially so in the United States, where immigration from 
many lands, rapid mobility within the country itself, the 
lack of established classes or castes to act as a brake on 
social changes, the tendency to seize upon new types of 
machines, rich natural resources and vast driving power, 
have hurried us dizzily away from the days of the frontier 
into a whirl of modernisms which almost passes belief. 
“Along with this amazing mobility and complexity there 
has run a marked indifference to the interrelation among 
the parts of our huge social system. Powerful individuals 
and groups have gone their own way without realizing the 
meaning of the old phrase, ‘No man liveth unto himself.’ ” 


In connection with such an indictment, which must ap- 
ply particularly to our American system of higher education, 
the question arises immediately whether it is deserved. In 
response, the colleges must plead guilty, especially to the 
charge of “marked indifference to the interrelation among 
the parts of our huge social system’. The criticism cannot 
so fairly be made that our colleges have not done well the 
things they tried to do as that they have been trying to 
do other than the most consequential things. Only recently 
have we begun to pay as much attention to the basic culture 
necessary for a new civilization as we were giving to the 
luxury culture designed as an ornament for generations past. 
As always in change from one practice to another, there 
is maladjustment from which the colleges are definitely, if 
slowly, emerging. 

There is real basis still, however, for criticism. The 
reign of science in its development of the scientific method 
has rendered incalculable service to the cause of education 
in defining how truth should be sought and in revealing how 
fallacy may be exposed. Unfortunately, nevertheless, up to 
the present time this method has dealt so exclusively with 
static things that its principles are inadequate when applied 
to changeable human nature. There has been occasional 
recognition of this among some of our outstanding scientists. 
Dr. Herbert E. Ives pointed out a few years ago, in an 
address upon research in applied science, that many of the 
characteristics necessary for success in human relationships 
are a postive detriment in scientific research, adding that “the 
electrons, protons and photons with which modern physics 
works cannot be stampeded by any emotional appeal”. On 
the other hand, it might be added that accomplishment in the 
field of human relations cannot be successful except as the 
persuasiveness of emotional appeal is utilized to supplement 
the arguments of logical deduction. 

Herein lies the greatest present-day dilemma of the 
college, that it has become responsible for two entirely dif- 
ferent and sometimes contradictory functions. It cannot 
legitimately restrict its effort to a training for an extension 
of the boundaries of knowledge. Knowledge once acquired 
is dependent upon understanding and discriminating inter- 
pretation and use if it is to be made of advantage to mankind. 
The colleges which have been established, endowed, and sup- 
ported by society cannot reasonably disregard these obliga- 
tions to society. They are responsible indeed to a degree 
never yet formally recognized for much more than training 
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the discoverers and provers of knowledge. They cannot 
justifiably ignore qualities of character, sensitiveness to values 
we call spiritual, or attributes of personality among those of 
scholastic accomplishment who apply for admission. ‘They 
cannot, in their official awards of merit, logically remain 
oblivious to those most likely to influence others by attributes 
supplementary to pure intellectualism such as variety of in- 
terest, breadth of comprehension, and human sympathy. 
Through men of these qualities are the fruits of knowledge 
given their widest distribution. Through men of this type 
does the college most directly serve democracy. Through 
men of this type may the claims of education be given appeal 
to public interest and to public support. 

As societies at different times and places differ widely, 
so educational procedures have differed widely at different 
times, and so they differ at the present day in different areas 
of the earth’s surface. Consequently, the word education has 
many interpretations, and a multitude of definitions have 
been given to it. ‘The processes of the liberal arts college 
are devised in the theory that education fundamntally is for 
th purpose of safeguarding the values which the community 
has acquired in the past by toil and struggle, adding its due 
need to these. Communities, however, are made up of in- 
dividuals; so education in the liberal college concerns itself 
primarily with developing and directing the minds of in- 
dividuals to the end not only that they shall have knowledge 
but that they shall likewise have intelligence. An intelligent 
man must have knowledge, but a man may have vast stores 
of knowledge and yet not be intelligent. Intelligence will 
demonstrate to any man that he does not and cannot live 
to himself alone. Consequently the college become respon- 
sible for developing a social consciousness in the minds of 
men upon whom its influence is operative. 

Probably throughout history the distinctions among edu- 
cational systems among different peoples have been in the 
conception of what constitutes truth. At any rate, this is 
so in contemporary times. If final truth is conceived to have 
been revealed in regard to the pro-eminence of a hypothetical 
racial strain, as among one great people in Europe, or in re- 
.gard to the exclusive right to existence of a single social 
stratum, as among another great people, or in regard to the 
ideal form of government as elsewhere, then in any one of 
these cases we must grant that all agencies of education 
should be marshaled in propaganda, training, and discipline 
to compel the acceptance respectively of one or another of 
these doctrines. If, on the other hand, as in limited por- 
tions of western Europe and in the Anglo-Saxon countries, 
truth is held to be the ultimate of all ideals, approachable 
hut never fully attainable, in search for which an individual 


or a race possesses itself of inteljectual strength, moral 
stamina, and spiritual refinement, the theory and practice of 
education must be quite different. 

Again, the theory and practice of education must be 
interpreted very differently according to whether we con- 
ceive of life in its long continuity and in its changing aspects 
or whether we yield simply to its contemporary exigencies. 
In the one case we will adopt the theory of the so-called 
“liberal” education, while in the other we will tend toward 
the vocational type and make effort to prepare a man for 
a given profession or for a given trade. Great, however, 
as are the problems of adopting the former practice, the 
problems of doing the latter effectively are almost insuper- 
able and must become more so. In the self-contained com- 
munity of a century ago, there were combined classifications 
of professional, agricultural, and industrial workers to the 
number of hardly more than a score. As contrasted with 
this, the last national census shows a classified index of 
occupations numbering above twenty-five thousand. In single 
concerns under the N R A, managements not infrequently 
find themselves subject to half a hundred involved and in- 
tricate codes. Analogous circumstances could be enumer- 
ated in considerable numbers. Under a multitude of such 
conditions applicable to every field of activity in human life, 
the liberal college argues that that form of education is most 
desirable which develops its men as a contingent force and 
gives them such training as will make them available as 
shock troops to meet any emergency which may arise, rather 
than trains them simply for one single branch of service. 
In other words, an education in regard to the general prin- 
ciples by which life has been lived and ought to be lived is 
likely to be more profitable to society at large than any 
other, if this education can be combined with enough mental 
discipiline to give fortitude, and enough inspiration to give 
that form of idealism which constitutes spiritual vision. 

It is to be remembered, meanwhile, that truth is a gem 
of many facets, the brilliancy of any one of which is de- 
pendent upon the skill with which the others are cut. Thus 
the scientist and the artist and the philosopher and the poet 
and the mathematician and the musician, among others, all 
have their respective parts to play and their especial surfaces 
to cut, if the diamond of reality is to have symmetry and 
beauty. It is with such considerations that we must deal 
in interpreting the functions of the liberal college,—func- 
tions inclusive of but far greater than the production of pure 
scholarship or intellectual brilliancy; functions designed for 
cultivating wisdom and for developing men of under- 
standing. 
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The Textile Situation 


An Address Delivered in United. Textile Workers Headquarters in Washington at 8 P.M., October 5, and Broadcast 
over Radio Station WEVD, New York. 


ADIES and Gentlemen: 
I am happy to have this opportunity to report upon 


the textile situation, to tell you something of im- 
medite prospects and to say a few words about the proposed 
Presidential truce. 

First, about the truce; we have written to the Presi- 
dent saying that we accept the truce for six months. That 
does not mean that we shall be one little bit less militant. 
We shall exercise all the rights conveyed by Section 7-A of 
the Recovery Act and we shall demand that all findings of 
the National Labor Relations Board and of the National 
Textile Labor Relations Board be accepted in full by BOTH 
sides. It must be remembered that the truce does not set 
aside the law and we shall function under the law, if man- 
agement will do likewise. If management declines the ways 
of peace management can have the consequences and I think 
it now has some idea of what the consequences can be like. I 
say this to yu: WHAT WE HAVE DONE WE CAN 
DO. So much for that. 

Now let me pay my respects to certain New York 
editors who have said the United Textile Workers of 
America didn’t win a victory in accepting the report of the 
Winant Board. Now that is what Donald Richberg would 
call pernicious nonsense. We said in the beginning and we 
repeat now with greater emphasis, that the Winant Board’s 
report constitutes the most magnificent victory ever won by 
American labor. The fact that every condition is not 
changed instantly is what leads these perhaps friendly critics 
to say we did not win the victory we claim. 

Let me remind these critics of this: Labor has been 
struggling through the centuries, winning a little advance 
here, a little there, moving ahead as time and opportunity 
made it possible. The fact that the Winant Board’s report 
must find culmination over a period stretching through sev- 
eral. weeks, or even four or five months, does not lessen the 
victory. On the contrary, it enhances and enlarges the vic- 
tory, for we have compelled creation of the machinery for a 
continuous and consistent revolutionizing of the whole textile 
industry. I ask you to let that sink in deep. We have, I re- 
peat, compelled estalishment of the machinery for a con- 
tinuous and consistent revolutionizing of the textile industry. 

I say this further important thing: No government 
anywhere,, here or abroad, has ever moved into an industry 
with such ponderous forces as have been moved into the 
textile field already by this government in carrying out the 
provisions of the Winant Board’s report. When critics say 
the Winant Board’s report will not be carried into action, 
I say it IS being carried into action and that is better proof 
that can be found in all thy philosophy, O, Horatio. 

Today the United States Department of Labor has 110 
trained investigators actually in the field engaged in a survey 
of textile wages, hours and working conditions. No such 


force has ever before been put on one job. The job must be 
finished in six weeks and it will be done. 


Today the Federal Trade Commission, which all the 
powers of Wall Street have been unable to swerve from its 
appointed tasks, is hard at work on an investigation of the 
financial condition of the industry. Nothing like that has 
ever happened in the whole history of the textile industry. 

Today the National Textile Labor Relations Board is 
hard at work on thousands of cases of discrimination which 
we have laid before it. I know the manner and the spirit 
in which this Board is going at its work. I am confident of 
quick and emphatic results. 

There is every reason to believe that within a very 
few days the Textile Work Assignment Board will be ap- 
pointed. That is the board which is to have the huge task of 
studying the work load for the creation of permanent stand- 
ards—the most important single thing that came out of tlie 
strike. 

Now I ask impatient ones to remember this: Had the 
strike ended with employers meekly walking up to sign their 
names on the dotted line of a document of surrender, there 
would have had to be a Board for the purpose of working 
out permanent and sound work assignments or work loads. 
In this industry that is an extremely complicated matter. It 
has to be done after study and with regard to a hundred 
variable factors. We could have got no more if we had 
literally wrecked every textile mill in the country. 

The textile employers know and we know that we could 
have carried the strike on indefinitely. We were stronger 
at the end than at the beginning. But unions do not go 
chasing futilities. When unions have won their point they 
cease fighting. Our object is to build industry, not to ruin 
it. 

Remember this: If we strike against a plant we also 
have to go back and work in that plant after the strike. We 
have to have relations with the employers and they have to 
have relations with us. Relations are institutions of peace, 
not of war. Only fools make war for the fun of war—fools 
and men of unsound mind. 

There is, of course, the revolutionary critic who would 
have us make war through the strike for the sake of ending 
capitalism. Well, he, poor fool, is the most futile and fatuous 
of all. 

We want no revolutionists in our organization and we 
shall not use the tactics or be the victims of the tactics of 
these misguided and victimized people. 

Because our union emerged from the strike with a 
victory of tremendous proportions and because our member- 
ship understands this, in spite of all the propag anda that 
can be mustered against us our organization is today stronger r 
than it has been at any time in its history. 

Tonight I am leaving for the American Federation of 
Labor convention which is meeting in San Francisco. I sha}! 
say to the delegates that the United Textile Workers are 
marching on. I shall tell them that we have begun a great 
organizing campaign that will mean the complete organiza- 
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tion of the South in every line of industry, if all labor joins 
with us in the effort. I shall ask all labor to jéin in the 
effort and I am confident that all labor WILL join. 

In New England our task is somewhat different. We 
'o not face a surrounding of disorganized labor. But in our 
own industry we still have much organizing work to do. We 
shall do it. We are doing it today. 

Let me add that the United Textile Workers of 
America believe in fitting their organization to the trend and 
the demands of the day. We do not believe in out-worn 
forms or methods. The world is surely moving toward a 
higher degree of planning and planning is not to be done 
except through the action of groups organized to fit their 
place in the general scheme of things. It is, I think, some- 
what of a joke on General Johnson that when he attacked 
our union he was attacking the very type of union which he 
believes necessary to this modern day. 

Now tonight I am not talking to textile workers but 
| am talking to people all of whom use textile products. The 
textiles in your homes were made by men and women who 
were paid from $3.50 to $7 and $8 a week as a wage upon 
which to support families. You of the cities have talked 
about sweat shops but I think no city has ever surpassed the 
oppression and degradation forced upon the textile workers 
of our nation by employers who have grown fat in absentee 
ownership of our great mills. We are out to end that. and 
the end is on the way. 

If we can do what we intend to do through the peace- 
ful methods of trial and verdict we prefer to do it that way. 
f we can remove the terrific cost of the struggle from the 
backs of a million workers already bowed down—but by no 
means broken—then we prefer that method. 

But by whatever way we finally have to do it, WE 
SHALL DO IT. 

Frankly, we want all the help we can get. We shall 
use the radio, we shall use pictures, we shall use wired 
radio, we shall use the printed page and of course we shall 
use organizers, in building the United Textile Workers of 
American into an organization that shalll include every last 
textile orker in the United States and when I say textile 
workers I mean all who work in textile mills. 

To bring into a compact organization the million textile 
workers of America is an enormous task. But it must be 
done. Frankly, we need help. With us a dollar does the 
work of five. But we must have the dollar. I am not beg- 
Not on your life. I am challenging those who want 


ring. 


the textile workers of America to have a chance to really 
live as Americans, to really belong in the American scheme 
of things, to be a part of our country instead of its door mat. 
I am challenging them to help rescue this great army of 
people who have been victimized as much by the aquiescence 
of the whole citizenship as by their own immediate environ- 
ment. You have bought the textile bargains that came out 
of the blood of their bodies. I challenge you to help in the 
task of creating an organization through which this great 
body of American men and women can battle their way 
through to those standards which every American is supposed 
to enjoy. 

The government has established magnificant machinery 
and more is to be established. But I am enough of a realist 
to know that if our union were to relax its efforts tomor- 
row, government machinery would stop at the same hour. 
No law lives unless it is backed by some adequate social 
force. No board or commission functions unless in response 
to some social force. The union is in this case the social 
force. 


Up to this hour victory perches proudly upon our 
banners. We intend to keep it there, but to keep it there 
means that we must keep on fighting, we must keep on 
building organization. That is our job. 

Our job is tremendous. While we are driving ahead 
for organization we are at the same time almost swamped 
with the preparation of discrimination cases. We are told 
that this is a part of our defeat. On the contrary, it is a 
sign of our victory. I think I can say without any fear of 
going wrong that the textile mills of the couuntry are about 
to learn a long-delayed lesson. They are facing a power 
stronger than any union, because the union compelled action. 
It is just a bit laughable that our critics should scold us be- 
cause we didn’t win immediate reinstatement for all strikers. 
That job now is in the hands of the government and if the 
government cannot succeed, it seems just a bit fanciful to 
expect that a single union could succeed. But what I know 
is that the government will succeed, even if it proves disap- 
pointing to our critics. 

However, in all sincerity, I ask these friendly critics 
to study the situation more thoroughly, to see the facts more 
clearly and to revise their views on the basis of facts instead 
of “wishful dreaming.” 

The United Textile Workers go marching on. 
and help us. 


Come 


The National Emergency Council 


Address by Donald R. Richberg, Executive Director, National Emergency Council, at Luncheon of The Rotary Club, 


Tuesday, October 9, 1934, Hotel Sherman, Chicago, Illinois. 


I am not embarrassed by any fear that my abilities have 
been overadvertised, or that too much will be expected 
of me. I am in my home town; and even if strangers were 
inclined to think well of me the ever vigilant newspapers 
of Chicago would undeceive them. For, in ther columns, 
actions and ideas in which I might take pride, because they 


[ is a great pleasure for me to speak in Chicago. Here 


Broadcast over NBC and WGN. 


seem to me clean and white, will be found neatly painted 
black or red. 

This then is an ideal place and opportunity for me to 
speak candidly of the problems and difficulties of the national 
recovery program, without even an effort to employ the 
art of political speech-making. Chicago politicians know 
that I am no politician. Chicago lawyers know my legal 
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limitations. The University from which I graduated would 
never place me in any “brain trust.” All around me I see 
friends who know me all too well. Discretion counsels plain 
speaking and intellectual humility. 

Eighteen months ago there was undertaken a mobiliza- 
tion of our national energies to bring us out of the greatest 
depression of our history. It was necessary to deal with 
_ every part of our economic structure. Our banking system 
was in a state of collapse. Agriculture was prostrate. In- 
dustry was stagnant. There was intolerable unemployment. 
Uncounted millions of our people were destitute and either 
had suffered or were facing loss of homes and every other 
hold upon economic security 

The incoming administration was compelled to find 
quick measures of relief from dangers as grave as ever threat- 
ened the welfare of this or any other great nation. It was 
necessary to act at once to change conditions for which there 
were no precedents, by methods for which there should be 
no precedents. The onslaught of a foreign enemy, no matter 
how powerful, would call for only customary and long, 
considered measures of national defense. But the collapse 
of an economic system threatened not only civil disorder, 
even to the extent of civil war, but meant the disintegration 
of that economic strength upon which a nation must rely 
in fighting either foreign aggression or internal revolt. 

The same combination of destructive forces in many an- 
other nation had brought about a political revolution and 
thereby had created a military and dictatorial power through 
which economic law and order could be reestablished. The 
supreme problem in the Spring of 1933 was to find the means 
of exerting a political power great enough to control the 
forces of disintegration, while still preserving the funda- 
mental principles and processes of self-government. 

To me it is utterly unimportant to argue the merits or 
necessities of every action taken, every device employed or 
every federal agency created in the Spring of 1933. The de- 
cisive fact is that we came out of the depths of the depres- 
sion with practically no civil disorder and with the govern- 
ments of the States and the United States still functioning 
under their constitutional safeguards of individual liberty 
and social security. 

Indeed our confidence in ourselves and in the sound- 
ness of our institutions revived so rapidly that within six 
months men of wealth and influence, controlling newspapers 
and other organs of public opinion, felt it was absolutely safe 
to begin a campaign to destroy confidence in the administra- 
tion which, had saved their fortunes and their economic 
powers fron being engulfed in the chaos of a political revo- 
lution. 

In saying this I do not mean to accuse these men of 
ingratitude or lack of patriotism. If you called upon an 
army to save you from a civil war you might be grateful 
for the restoration of order; but if you honestly feared that 
your deliverers were going ahead to set up a military rule 
and to deprive you permanently of civil liberty, you would 
have not only the right but the obligation as free men to 
organize a resistance to any such impending tyranny. 

In recent months I have often been impatient with un- 
fair criticisms and misrepresentations of the policies and 
purposes of the national administration. But I have tried 
also to realize that many men, confused and uncertain as to 





what was actually being done, or what were the objects 
of the government, were honestly in fear of the destruction 
of liberty by public officials who were in fact just as honestly 
doing all in their power to preserve our constitutional 
liberties. 

It makes me writhe to see myself cartooned carrying a 
red flag and to see myself described as a socialist, when I 
have a consistent record of having all my life bitterly op- 
posed the theories and programs of state socialism. But I 
have learned that only a small part of the misrepresentation 
of public officials is deliberate and malicious. Most of it 
simply springs from an honest misunderstanding or differ- 
ence of opinion as to the ‘best method of accomplishing a 
comon purpose. 

If, however, we are going to seek a better understand- 
ing we must not lose sight of the driving necessity which 
has forced our government first into sweeping measures of 
emergency relief and second into their continuance until 
we are able to work out some measures of permanent re- 
construction in our political and economic system so that 
our free institutions and our individual freedom and security 
may be safeguarded against a return to economic chaos. 

In this day when there are still millions of unemployed, 
when it would be all too easy for us to lose our forward 
momentum and to start another national slide down hill, 
no program could be more suicidal than to abandon our new 
mechanisms of cooperation and to let nature take its ruth- 
less course., It is a time for sober analysis of the gains and 
losses, and the strength and weakness of our cooperative 
efforts. We must continue them; and we must improve 
them. There is no patent medicine that will cure our 
economic ills. But of all quack remedies the worst that is 
offered to a nation in the cold grey dawn after a wild night 
of inflated, intoxicated, prosperity, is to get drunk again. 
Yet that is the essence of the only coherent program of 
opposition today: “Oh, fill me with the old familiar juice 
—Methinks I might revive a while.” 

May I also point out that in this day when necessity 
still stalks behind us, compelling men to deal with pressing 
actualities and to disregard the pure theorists and perfection- 
ists of the extreme right or extreme left, it is no time for 
the petty partisanship of ordinary political campaigns. There 
are great issues upon which mature men and women may 
well divide. Let us leave the ordinary political bickering 
to school children. 

For example, a critic told me the other day that the 
Democratic platform of 1932 promised that government ex- 
penses would be cut, the budget balanced and the govern- 
ment taken out of the field of private business; and he com- 
plained that these promises had not been kept. The funny 
thing was that my critical friend didn’t vote for the demo- 
cratic platform or candidate; but he was annoyed because 
the program he didn’t support was not being carried out! 

The fundamental unsoundness of this variety of criti- 
cism lies in three facts: First, the democratic platform was 
adopted in June, 1932. Second, our financial and industrial 
structure was on the verge of collapse in March, 1933, when 
the present administration come into power. Third, from 
that day to this the continuing improvement of our economic 
health has depended absolutely upon the maintenance of 
public support for millions of individuals and for the huge 






ih 

¥ 
iF 
f i 
i 
i 
li 
fr 
Rt 


on oS ree Sone 


A em 


DRL 298g PT YM PRR LOS NE CSEEEEOE IE REE Om 


= ieee 


56 


Vital Speeches of the Day 


(Vol. I, No. 2 





institutions upon which the welfare of 120,000,000 people 
depends. 

Last winter we had over 7,000,000 cases of federal 
relief, through direct aid or payments for work, which 
meant the support of more than 20,000,000 persons directly. 
The indirect effect of these expenditures plus other public 
projects supplied work to many other millions engaged in 
the production and distribution of necessities. “Thanks to 
the constructive measures which have helped us to revive 
private business, the burden of federal relief this winter, 
despite an unprecedented load of drought relief, should be 
far less than last winter. 

But who is the man who dares to stand before the 
American people and to declare that we should not have 
saved millions of people rom destitution, suffering and actual 
starvation last winter, and that in the face of this demand 
for help we should have cut expenses and balanced the bud- 
get? Communists cannot produce a revolution in this coun- 
try, but a blind, reactionary, inhumane government could 
breed a revolt in thirty days by adopting such a program. 

The Reconstruction Finance Corporation has loaned 
about $6,000,000,000, largely to protect banks, railroads 
and other institutions involving directly and indirectly the 
security of the entire population.. The Home Owners’ Loan 
Corporation is saving over 800,000 homes from foreclosure. 
The Farm Credit Administration has come to the aid of 
hundreds of thousands of farmers threatened with the loss 
of homes and livelihood. Many other federal agencies have 
in a smilar way stopped a drift to disaster beyond endurance. 

Wherever there is the slightest understanding of the 
necessities faced and met by the government, there must be 
recognition of the plain, cold fact that sweeping criticism 
of the great bulk of government expenditures, and sweeping 
demands for immediate cutting of expenses and balancing of 
the budget are the product either of gross ignorance or the 
cheapest form of political demagogism. 

Now this does not mean that every expenditure has 
been wise or economical in design or in administration. It 
is inevitable that mistakes have been made in the vastness 
of these necessary undertakings. Last winter approximately 
four million persons were put to work within less than 
sixty days in order to save them and their families from 
intolerable distress. The dangers and difficulties of even 
organizing such an undertaking would stagger any thought- 
ful person. Of course, many mistakes were made but the 
amazing thing is that the job was done and the critical needs 
of several million families were met. Since then, and in 
the light of that experience, better methods have been de- 
vised, under which some 1,600,000 persons are now being 
given work relief instead of a dole. 

When such stupendous problems must be faced and in 
fact are being solved by tireless, faithful, public servants, 
1 should think any fair-minded citizen would resent being 
asked to applaud the usual sort of cheap abuse and fault- 
finding which degrades political campaigns. Any capable 
business man must understand the difficulty of even select- 
ing the personnel required to carry forward great projects 
of an unprecedented character, to bring relief from the 
financial pressures and from unemployment throughout this 
vast country of ours. It is not possible to select and to 
train thousands of men and women in such work without 


suffering from the errors of these incompetent or untrust- 
worthy or foolish persons who are found in every large 
enterprise. 

This brings me to a point which I should like to make 
concerning comparisons of the efficiency and cost of private 
and public organizations. ‘There has been a great deal of 
fun made of the many “alphabetical agencies” which have 
been spawned by the federal government to meet emergency 
demands. There has been much loose talk about bureau- 
cracies. But I should like to ask some of the arm-chait 
critics to glance for a moment at a few of the “alphabetical” 
organizations of private business, and to compare their com- 
plicated and costly structures with some of the government 
organizations. ; 

Consider, for example, the operations of A. T. & T., or 
G. E., or G. M., or B. & O., or C: & O., or other “alpha- 
betical” organizations of big business. No doubt they are 
all efficiently operated; but did you ever observe how com- 
plicated they were in structure, and what an amount of 
red tape and bureaucratic organization had been found neces- 
sary for efficiency. And have you ever seen what a lot of 
money it costs just to administer one private business which 
is only a fraction of the size of N.R.A. or R.F.C. or 
A.A.A.? 

It is really amusing to listen to criticism by business 
men of the bureaucratic development of the N.R.A. As I 
pointed out recently, probably the longest, most detailed, 
regulatory code that has been written is the steel code, with 
literally hundreds of pages of basic code and supplementary 
regulations. It was written almost entirely by the private 
managers of the industry. It is administered with a mini- 
mum of public control. Its administration costs the indus- 
try $500,000 annually and requires a large force of em- 
ployees. If the steel business is being strangled with red 
tape and bureaucracy, it isn’t a government execution but 
just a private suicide. The same thing is true of practically 
every other code covering a large industry. The complexi- 
ties, the red tape and the hampering restrictions which busi- 
ness men have devised and written into codes can be written 
out of codes just as rapidly as they were written in, when- 
ever business men themselves are ready and willing to de- 
vise simpler and more effective methods of cooperation. 


As I stated previously, there are large issues in the re- 
covery program which areworthy of discussion. They are 
centered in the two major organizations for economic re- 
covery. If the N.R.A. is able to bring about, through 
codes of fair competition, a permanent improvement of trade 
and industry, and if the A.A.A. is able to bring agricultural 
production and prices into a fair relationship to industrial 
production and prices, the foundations of a better economic 
order will be laid down in the democratic principles of co- 
operation and self-government which underlie the National 
Industrial Recovery Act and the Agricultural Adjustment 
Act. If then our privately owned and operated industrial 
and agricultural enterprises can be induced to coordinate 
their efforts by similar measures of cooperation so that eco- 
nomic balances can be maintained between production and 
purchasing power, the major problem of economic recon- 
struction will be on its way toward a solution. 

The only tolerable way out of this depression is being 
found in the steady increase of employment in profitable 
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private business. As we move toward this goal many tempo- 
rary agencies of federal aid will become unnecessary; 
although many of the problems made acute by the depression 
will persist until we have devised permanent safeguards 
against destructive economic forces that will perennially 
threaten individual and national security if left un- 
controlled. 


The problem of what is a sound currency and how to 
establish it, is not the easy one which is oversimplified by 
politicians of the old school. A sound currency is not one 
whereby the price and wage structure of a nation can be 
violently disturbed by the actions of other nations, or by the 
operations of a concentrated control of credit in private 
hands, or by the operations of domestic speculators, or by 
the often arbitrary and shifting relationship of an inelastic 
supply of one precious metal to a widely fluctuating demand 
for currency. 


It is not my purpose to advocate or to suggest a par- 
ticular monetary policy. But I do wish to point out that 
the demand for a sound currency is like a demand for 
sound economics. Everyone agrees that it is desirable; and 
large groups of practical and learned people disagree most 
violently over what it is and how to get it. To which I 
should add that we actually have at the present time in this 
country a currency which by all tests of stable purchasing 
power should be regarded as exceptionally sound. 


It seems to me that the President, who has maintained 
for us a sound dollar in the face of extraordinary pressures 
to adopt inflationary and deflationary measures, can be better 
trusted to control our momentary policy than the political 
orators who in their ignorance glorify either a fixed but 
cruelly deflationary dollars, or a depreciating and wildly in- 
flationary one, as the basis for a “sound” currency. 

It has been my effort so far in this address to eliminate 
from the real issues which are before us a number of false 
issues, which I would summarize as follows: 

1. The huge expenditures of the federal government 
have been made and are being continued under the driving 
necessity of protecting the entire population from the ac- 
cumulated evils of a long depression. Millions of families 
and institutions affecting other millions, have been and must 
be preserved by drawing upon the financial resources of the 
nation. 

2. These emergency relief expenditures should not be 
continued and will not be continued, beyond the period of 
necessity. But even a dramatic revival of business and the 
re-employment of four million workers has not relieved the 
nation from the obligation of providing immediate relief, and 
opening the doors to permanent employment, for several 
million other workers who are still idle. 

3. It is desirable and necessary to balance the federal 
budget at the earliest possible moment. But the practical 
questions which any administration must decide are: What 
expenditures can be safely reduced? What revenues can 
be obtained without oppressive taxation? What amounts 
should be borrowed, either to finance government loans that 
will be repaid, or in order to defer the burden of necessary 
expenditures which cannot be met out of current revenues. 
The only honest way to criticize administration policies in 
this regard is not by a blanket complaint, but by specific 
proposals, whereby the critic will himself assume the re- 





sponsibility for advocating either not meeting emergency re- 
lief demands, or increasing taxation, or increasing govern- 
ment loans. 

The political partisan who in one breath advocates 
adequate relief from unemployment distress and in the next 
breath demands reduced taxation, less government borrow- 
ing, and a balanced budget, is trying to make a fool of his 
government and is succeeding in making a fool of himself. 


Now, after this brief review of some false issues, let 
me present a few real issues raised by the recovery program. 
There are, of course, many debatable questions which I must 
leave untouched. Men may disagree sincerely over the wis- 
dom of various public works; over the regulation of rail- 
roads, radio, exchanges and security issues; over guaran- 
teeing bank deposits; over a federal housing program; and 
over many other projects and the methods of their admini- 
stration. Time will not permit me to debate these issues. 


Nor should I try to review the agricultural program, 
although this is one of the two major recovery efforts. I 
will only point out in passing the the Agricultural Adjust- 
ment Administration has moved steadily toward the accomp- 
lishment of its objectives. It has sought primarily to re- 
store an equitable balance between the price of things 
farmers sell and the price of things farmers purchase, by 
adjusting farm production of certain basic commodities to the 
effective demand for them, largely through voluntary co- 
operation. By August of this year the farm price of these 
7 basic comodities had risen to 95% of their pre-war 
“parity”. 

The explanation and justification of the methods used 
to bring about this favorable result, and any answers to 
those who question the wisdom of the program or its perma- 
nent value, should be left to the officials directly responsible 
for this work. My own activities ever since the drafting of 
the National Industrial Recovery Act have been concerned 
principally with industrial recovery and, whether a good or 
bad shoemaker, I should stick to my last. Furthermore, the 
agricultural administration has repeatedly stated that the 
ultimate success of its program depends upon increased in- 
dustrial production and employment. 

It seems clear to me that the most vital problem of our 
economic recovery at the present time is this: How shall 
we bring about a steady increase in the private employment 
of industrial wage earners and in the volume of goods pro- 
duced. and distributed by private enterprise? The National 
Recovery Administration has provided the machinery for 
solving this problem. It has achieved some far reaching re- 
sults. It has met with some grave difficulties. In his radio 
address of September 30th the President said: 

“It is now time to review these actions as a whole to 
determine through deliverative means in the light of experi- 
ence, from the standpoint of the good of the industries 
themselves, as well as the general public interest, whether 
the methods and policies adopted in the emergency have 
been best calculated to promote industrial recovery and a 
permanent improvement of business and labor conditions.” 

This statement of the President followed close upon 
his appointment of the National Industrial Recovery Board 
to administer N.R.A. and the naming of an Industrial 
Emergency Committee to work out and make effective a co- 
ordinated policy of industrial and agricultural recovery. In 
order to inspire confidence in this administrative machinery | 
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should not wish, particularly in my home town, to encour- 
age any exaggerated idea of my present responsibilities. 


The Recovery Board, of which Mr. Clay Williams of 
North Carolina is Chairman and Mr. Leon C. Marshall, 
formerly of Chicago, is Executive Secretary, will take the 
place of General Johnson and exercise all the powers pre- 
viously conferred upon him as Administrator of the N.R.A. 


The Industrial Emergency Committee, of which I am 
Director, is a policy making body, advisory to the President 
and exercising only a general supervision over the work of 
N.R.A. This Committee contains the Secretary of the In- 
terior (who administers Public Works and the Petroleum 
Code), the Secretary of Labor, the Federal Emergency Re- 
lief Administrator, Administrator of Agricultural Adjust- 
ment and the Chairman of the National Industrial Recovery 
Board. It should be able, therefore, to bring about the 
adoption of consistent policies and the coordination of the 
efforts of the major agencies of the government engaged in 
the relief of industrial unemployment and agricultural dis- 
tress. 

The principal problems before the reorganized N.R.A. 
have been defined in fifteen months of code making, and, as 
a basis for discussing them, let me recall attention to the 
original purposes of the Recovery Act. Its emergency pur- 
pose was to put men back to work. Its more permanent 
purpose was to establish industrial conditions in which busi- 
ness men could cooperate in making secure the livelihood of 
workers and the profitableness of sound enterprises, and in 
providing better assurances to all our people that the essen- 
tial enterprises of the nation would continuously serve the 
needs of the nation. 

To accomplish both purposes of the Act a machinery 
was set up to produce codes of fair competition through 
which the representatives of trades and industries could es- 
tablish an industrial law and order, which they could ad- 
minister themselves, under reasonable safeguards of the pub- 
lic interest. Thus they were empowered and they have been 
able to establish minimum wages and maximum hours, to 
outlaw child labor, and to eliminate unfair competition both 
in overworking and underpaying labor and in dishonest or 
unfair trade practices, such as misrepresentation and fraud, 
secret rebates and destructive price cutting. 

To enforce suuch industrial law it was necessary to ob- 
tain the sanction of public authority, coupled with such pub- 
lic supervision as would insure the fulfillment of obligations 
to the general welfare. 

In the first drive to carry out the emergency purposes 
of the law naturally the chief emphasis was placed on in- 
creasing minimum wages and reducing hours of work while 
maintaining the earning capacity of the individual worker. 
‘These were obvious measures to meet the imperative need of 
putting more men to work immediately and of increasing 
rapidly the total purchasing power of the wage earners. 

The business man or economist who argued that this 
was trying to “pull ourselves up by our bootstraps,” on the 
theory that increase labor costs would produce a corre- 
sponding increase of prices,, either ignored or was ignorant 
of the whole process of economic advance. This has come 
through shortening hours of work while increasing wages 
and mass purchasing power, thereby providing a market for 


the mass production of goods, and spreading the benefits of 
machine power throughout a population. 

It is undoubtedly true that this process may be acceler- 
ated too rapidly. Unless there is a careful restraint upon 
both increasing labor costs and increasing prices a delicate 
balance will be upset. Too high prices will stifle purchasing 
power; too high wages will either stifle production or so 
hasten the substitution of machine power for man power that 
new areas of unemployment will be created. 

But the major effort of the NRA in its early stages 
was within safe limits. The long depression had reduced 
wages and prices in most industries to the point where a rise 
of both was essential to any real recovery. Sweatshop com- 
petition had forced overwork and underpay to incredible 
levels. The hearings upon codes showed working hours as 
high as 84 in a week. They showed wages as low as 10 cents 
and even 5 cents an hour. They showed men working in 
coal mines for wages of little over a dollar a day and coal 
selling for 80 cents, 43 cents, even 25 cents, a ton. 

When minimum wages were established as low as $10 
or $12 a week, or as low as 25 cents an hour, they were 
properly criticized as insufficient for a decent living; and yet 
they were also criticized as calling for an increase of fifty 
to one hundred per cent in labor costs. I have given some 
extreme examples, but they indicate fairly the living standards 
of hundreds of thousands of workers and their families. The 
whole course of NRA code making proved the soundness of 
the emergency program. It was found possible by cooper- 
ative action to add 45,000 persons to the textile payrolls 
which were increased by about $12,000,000 per month, Steel 
added 75,000 employees with increased payrolls of $6,500,- 
000 per month. The bituminous coal code produced an 
added purchasing power for 300,000 families averaging 
$300,000 per day. The long list of trades and industries 
coming under codes all made their contributions to employ- 
ment and purchasing power so that by December 1933, 
3,000,000 workers and $3,000,000,000 of purchasing power 
had been added to the payrolls of the nation. 

No outpouring of political clap-trap, no learned sophis- 
tries of dodo-economists, can dim the lustre of that achieve- 
ment or make sensible the argument that what was actually 
done could not be done. But in the process of this economic 
advance some counter-forces have developed which may have 
appreciably retarded our recovery and must be squarely 
recognized. 

The organization of trades and industries for the pur- 
pose of cooperation and self-discipline afforded a machinery 
for direct and indirect controls of production and prices 
which might be easily misused. No one could question in the 
early months of NRA the reasonableness of many demands 
that some assurance should be given to business men, who 
agreed to enlarge their payrolls and to increase their costs, 
that they would be protected from cut-throat competition, 
from destructive price-cutting, and from overproduction 
that would flood their markets with surplus goods to be sold 
at less than cost. 

These men were being asked to cooperate with their 
government to put men back to work and to increase wages. 
They were entitled to government assistance in protecting a 
market for their produucts. Under the law monopolistic 
practices were not to be permitted. But also under the law 
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temporary restrictions upon production were expressly 
authorized and destructive price-cutting was a declared evil, 
It was plainly the duty of the recovery administration to 
allow trade and industrial associations to try to find appropri- 
ate means to protect at least the recovery of their production 
costs and to obtain some assurance that goods might be sold 
at prices sufficient to maintain the wages, hours and other 
labor conditions required by the codes. 

There were also reasonable demands for price filing re- 
quirements in codes, so that various unfair competitive prac- 
tices might be eradicated through open price quotations. All 
the code provisions affecting production volume or price com- 
petition that have received public criticism in recent months, 
were approved with two reservations always implied and fre- 
quently expressed. 

First, they were experiments in industrial self-govern- 
ment which should be given a fair trial as an emergency 
measure. In many codes such as the Steel Code approval 
was given only for a definite trial period. 

Second, no approval of any code was intended to sanc- 
tion the elimination of fair competition in the production of 
all the goods that the market would absorb at the lowest 
prices at which they could be produced and distributed with- 
out loss. It is not my contention that every code has op- 
erated in accordance with these principles. It is probable, 
despite heated conflicts of opinion, that many codes have 
provided the means of restricting a competition that could 
honestly be described as fair or unfair according to the eco- 
nomic interest affected. 

To determine accurately where the public interest lies 
in such a conflict of private interests is frequently an impos- 
sible task. In such circumstances it may be the wisest course 
for the government to decline to interere in any way and 
also to decline to permit private associations to attempt to 
interfere with the exercise of individual judgment. 

There is a great deal of emotional feeling on both sides 
of this issue. When certain statements of mine in Wash- 
ington a few days ago were thought to foreshadow the early 
end of any restraints upon production volume or price com- 
petition, I received a terrifying amount of approval and con- 
demnation within twenty-four hours. 

Let me now express most emphatically my opinion that 
no one who has an adequate knowledge of this problem 
would venture to lay down any formula or principle to be 
applied rigidly in the making or revision of all codes. It 
would be a major calamity to abandon the efforts which, 
although only partially successful, have brought better order 
and health to certain industries. There can be no doubt 
that a great advance has been made already in dealing par- 
ticularly with industries exploiting natural resources, such 
as coal, oil, lumber and various metals. Improved conditions 
have been established in many retail trades. Protections 
have been afforded to conscientious employers in maintaining 
better labor conditions; and to honest manufacturers and 
merchants in producing and selling good merchandise. 

These gains must not be lost. But their preservation 
is in some cases dependent upon the maintenance of controls 
to which many business men are sincerely opposed ; and upon 
which the public looks generally with suspicion and fre- 
quently with positive hostility. In my opinion much of this 
suspicion and hostility can be dispelled if two principles are 





made effective. First, there should be a clear line drawn be- 
tween the right of business men to associate freely for the 
preservation of fair competition and the illegality of associa- 
tions or the purpose of preventing or restricting fair com- 
petition. So long as we are secking to preserve a competitive 
economy and are genuinely opposed (as I am) to any form 
of socialistic state control of industry, the general use of 
cartel methods of production control and price fixing would 
be not only destructive of our industrial system but also 
destructive of our political system and our constitutional 
liberties. ' 

The second principle, which I believe should be made 
effective, is this: Whenever, in order to conserve natural re- 
sources, or to maintain decent wages and hours and to pro- 
tect a fair return on investments, or to prevent clearly unfair 
competition, it is found necessary to exert any restraints 
upon volume of production or price competition, two safe- 
guards should be employed. The first is formulation and 
administration of such code provisions by those truly repre- 
sentative of a large majority of the volume of business and 
of the number of separate enterprises engaged therein. The 
second is a close and detailed supervision of the process of 
self-regulation by competent and impartial representatives of 
the public. 

Certainly the American people will not long tolerate 
any private, monopolistic controls of the levels of produc- 
tion and prices in the industries essential to their welfare. 
The alternatives should be clearly presented to American 
business: Individual freedom, the exercise of private initia- 
tive and the incentive of private profit can be preserved so 
long as a fair competitive system is maintained. But when 
restraints are found necessary—not upon unfair competition 
—but upon a fair competition in producing as much as the 
market will absorb at the lowest prices which encourage 
production, then such restrains can only be imposed, if at all, 
in the full light of public knowledge and under the con- 
tinuing supervision and sanction of those officially charged 
with protection of the public interest. 

Let me make it plain that in what I have said I am 
only seeking to interpret the temper of public opinion, only 
expressing my opinion of that legislative policy which may 
meet the approval of the Congress when dealing with the 
future of the NRA. 

The administration of the NRA is charged with shap- 
ing gradually the process of industrial recovery along lines 
which will increase employment by encouraging increased 
production and providing increased purchasing power for 
the agricultural and industrial workers who mainly support 
our domestic markets. The National Industrial Recovery 
Board must necessarily review, industry by industry, the ef- 
fects of existing codes in order to promote the cooperation 
of those interested in each industry in the maintenance of a 
code best suited to improve its health. And then with a 
much broader view there must be determined those general 
industrial policies that seem best adapted to encourage pri- 
vate enterprise and to promote a permanent advance in our 
economic comfort and security. 

There is, therefore, in what I have said no threat of 
sweeping changes or the application of any novel theories, 
but merely an indication of that trend in administrative in- 
terpretation of the Recovery Act which may lead toward 
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permanent legislation. In such a process careful and ample 
consideration of every economic interest will be inevitable 
and all concerned can look forward with confidence to the 
deliberate improvement of the NRA and to the incorpora- 
tion of its tested policies and assured benefits in permanent 
measures of industrial reconstruction. 

Time will not permit me to discuss another most im- 
portant feature of the Recovery Program—the improvement 
of labor relations. It should be evident, as the President re- 
cently pointed out, that, when business men and farmers 
were demanding the right to organize themselves for the 
protection of their legitimate interests, it was natural and 
right that industrial workers should: seek and obtain a stat- 
utory declaration of their constitutional right of self-organ- 
ization to promote their common interests. 

it is unfortunate that so many employers do not realize 
that the difficulties which they encounter in dealing with 
labor organizations are largely the product of their own per- 
sistent and often vicious opposition to any independent self- 
sustaining organization of their workers. So long as labor 
organizations are compelled to fight for the very right of 
existence they will be led by fighting men, who will be just 
as hard boiled and ruthless in waging industrial warfare as 
those who oppose them. The only way to get rid of the 
cruelties and losses of industrial conflicts is to remove their 
Causes. 

It is not reasonable to expect that peaceful contractual 
relations can be established and maintained so long as every 
settlement of a labor dispute provides only an armistice dur- 
ing which each side prepares for the renewal of a never- 
ending war. There are now provided ample means for the 
just and peaceful dtermination of industrial controversies. 
And, through codes of fair competition, the fear of unfair 
labor competition should not deter employers from agree- 
ments to establish good labor conditions. 

We are in the period of a definite business recovery. 
‘The time is ripe for a permanent advance in labor relations. 
Skeptics will hesitate, stubborn partisans of class interest will 
hold back, and racketeers will sabotage efforts to promote 
industrial peace. But if the forward-looking leaders of in- 
dustry and labor will cooperate with the efforts of their gov- 
ernment to bring about even a trial period of industrial 
peace, they will render a great service to all who follow 
them and to the general welfare. 

We have heard much lately about the need for cer- 
tainty as to public policy and the need for assurances that 


would inspire confidence. Yet, a veteran and impartial news- 
paper man remarked to me the other day that he had never 
known a President who had spoken as frankly and fully con- 
cerning the policies of his administration as President Roose- 
velt. Whence arises any feeling of uncertainty? Who are 
those who disturb the confidence of business men in the con- 
tinuance of our industrial advance? , 

It can be fairly said that today the chief disturbers of 
confidence, those who most impede our progress, are those 
who, out of the confusion of their own minds or in order 
to serve selfish interests, continually raise false issues and 
spread foolish fears. There are those who confuse and 
worry people day by day with forecasts of calamities that 
are not threatened, with rumors having no foundation, with 
news items that distort the facts and with announcements of 
impending events that will not happen. 

We have an administration of the federal government 
dedicated heart and soul to the preservation of our ancient 
liberties and to the maintenance of a political economic sys- 
tem of competitive individualism, civilized by a social con- 
science. What virtue can there be in the daily reporting of 
administrative efforts to preserve and to strengthen that sys- 
tem as though these were insidious plottings to establish state 
socialism of either a Fascist or Communist variety? 

Perhaps it is too much to expect that in the heat of a 
political campaign petty partisanship will be laid aside. Per- 
haps it is too much to expect that confusion can be wholly 
avoided or confidence fully strengthened when the writers 
and spokesmen of an opposition are doing their best to con- 
vince the voters that the country is going to the dogs. But 
it does seem to me that when this period of political cam- 
paigning is ended early in November the average man will 
be able to get in a much clearer view of what is happening. 
Then he will see that there is a government in Washington, 
faithful to American traditions and ideals, which is doing 
its best to preserve for him the Soe and opportuni- 
ties of living under the constitutional safeguards of individ- 
ual freedom. He will see that, if he has enough confidence 
in himself to go to work in cooperation with his fellow men 
to make this a better country for everyone to live in, he can 
do so in full confidence that his government will be working 
with him under the inspired leadership of the man who took 
command in the darkest hours of the great depression and 
who never lost his confidence in the good sense of the Ameri- 
can people and in their ability to govern themselves. 


The Monetary Situation in the 
United States 


By WALTER E. SPAHR 


Professor of Economics, New York University 


Delivered on October 8, 1934, at the William Sloane House Y.M.C.A., New York. 


ODAY the United States stands forth before the 
nations of the world with the most sadly mutilated 
currency system it has had since 1873. If we were to 
attempt to classify our monetary system as it prevails at the 


moment it would be found that it can not be placed in any 
of the dozen or more well-recognized classifications of the 
world’s monetary standards. It must be thrown into a resid- 
ual class called non-fixed or non-maintained standards into 
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which are dumped the monetary systems of a group of minor 
countries throughout the world whose currencies defy clas- 
sification. The necessity of so classifying our currency mud- 
dle constitutes an arresting commentary on the low estate 
to which our monetary system has fallen. 

In so far as our external relations are concerned we 
have what has been called an international gold bullion 
standard. Internally, all our money is inconvertible into 
gold and for this reason it is often said that we have an 
inconvertible paper standard. But this fails to provide us 
with an adequate picture of the situation for we have even 
mutilated the inconvertible paper standard by declaring that 
silver coins are full legal tender, by continuing to call our 
silver dollar a standard coin, and by continuing the redeem- 
ability of silver certificates into silver dollars though the 
silver dollars are not convertibe into gold. The law incor- 
rectly calls the silver dollar a standard coin because it can 
not be a standard coin uness it is freely coined as well as 
full legal tender. It is for these reasons that one can call 
such a conglomerate mixture of monetary notions and legis- 
lation nothing more than a “monetary muddle” or a non- 
maintained standard. 

How did it happen that our government permitted our 
currency to degenerate to this unhappy and dangerous state 
of affairs? From a political point of view the most chari- 
table explanation appears to be that the President, preferring 
to have the powers placed in his own hands where they could 
be held in abeyance, accepted the present laws rather than 
face the possibility of dangerous mandatory laws which the 
Administration would be obliged to execute. Those more 
critical of the political aspects of the Administration’s mone- 
tary policies point out that the President invited the trouble 
by surrounding himself wih inflationists, devaluationists, sil- 
verites, and inept monetary advisers, and by turning a deaf 
ear to the experienced and sound-money officials originally 
available as government advisers. His critics also point out 
that although the President announced that he stood for a 
sound and adequate currency he has signed every unsound 
monetary bill placed before him by a wild-money Congress, 
and that the currency supply which was at all times adequate 
has been made dangerously inadequate. 

From an economic point of view the present currency 
situation has resulted from a complete misconception on 
the part of the government as to the part played by money 
and credit in a business recovery. The government confused 
the cause and effect relationships which prevail between the 
currency supply and prices under conditions of a sound busi- 
ness recovery with the cause and effect relationships which 
prevail between the currency supply and prices when a cur- 
rency is being inflated and an unsound rise in prices is 
generated. ‘These points have confused many people, and it 
is important that they be grasped clearly, because they con- 
stitute the crux of the economics of the monetary question. 

Stated in the simplest possible terms, we must under- 
stand that when business recovers from a depression in a 
sound and normal manner the amount of currency in circu- 
lation is a result and not a cause of the business recovery. 
Therefore, to tinker with the currency in any form what- 
ever in the expectation that such manipulation can generate 
a sound business recovery reveals a complete lack of under- 
standing of the cause and effect relationships existing be- 





tween the currency supply and recovery. It is a case of 
placing the cart before the horse. 

The only certain way to affect prices by tinkering with 
the currency is to inflate it. In this case the change in the 
currency supply is a casual factor in relation to prices. But 
a rise in prices caused by inflating a currency is radically 
different in nature from a rise which accompanies a sound 
or normal business recovery. The casual factors of the two 
kinds of rising prices are different; the reaction of people 
to them are different; and their effects are different. 

In a sound rise of prices which accompanies « sound or 
normal recovery in business the casual factor is the produc- 
ive activity of the business man. In the unsound rise in 
prices resulting from inflating the currency the causal factor 
is the act of inflating by a government or the-banks. In a 
sound recovery people are motivated by confidence. Under 
conditions of rising prices caused by currency inflation people 
are motivated by fear of the prevailing situation and of the 
future. In a sound recovery, which in time will reach a 
condition of full recovery or a state of economic equilibrium. 
prosperity becomes widespread, and the rise in prices which 
accompanies such a recovery is the only kind which need not 
of necessity lead to a business collapse and an aftermath of 
liquidation. A rise in prices generated by currency inflation 
does not lead to general prosperity but to general impoverish- 
ment of the great mass of people. Currency inflation can 
have but three possible consequences: (a) it may end in a 
business collapse; (b) it may be continued until the cur- 
rency is worthless and repudiated; (c) it may be ended at 
some point short of repudiation by devaluating the currency 
unit. 

It would seem that enough has been said already to jus- 
tify the categorical statement that a sound rise in prices ac- 
companying a sound recovery is one thing and that a rise in 
prices generated by currency inflation is quite another. Nev- 
ertheless these are the crucial points over which the great 
mass of people are stumbling today. It was the lack of 
understanding of these simple truths by the Administration 
and inflationists in Congress that has led to the currency 
tinkering to which we have been subjected—all on the false 
assumption that such tinkering would generate a sound busi- 
ness recovery. It is for these reasons that we are justified 
in examining carefully each of these major points of distinc- 
tion, for when they are clearly understood the monetary is- 
sues of today in their fundamental aspects are also made 
clear. 

Thus far the government’s currency tinkering has avoided 
any great amount of direct currency inflation, and for this 
reason the rise in prices which results from monetary infla- 
tion has not taken place to any great extent. Today we are 
reaching a point in which we fear the government may resort 
currency inflation by the issue of fiat money in an effort 
to force a rise in prices, which it has been unable to obtain 
by other types of currency manipulation. Our currency was 
devaluated on the false theory that it would raise prices 
proportionately and almost immediately. Indeed, many as- 
sumed that devaluation of a currency had the same effect 
as currency inflation, and some even confused devaluation 
with inflation. By this time they should know the differ- 
ence. Stated briefly, currency inflation is an over extension 
of purchasing power on the basis of the monetary unit in 
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existence. Devaluation is the adoption of a monetary unit 
of less legal weight or value. Stated more fully: currency 
inflation results from the extension of purchasing power, 
either in the form of money or credit, which is not secured 
by sufficient reserves or commodities to liquidate it. This 
of course means losses. It is not a self-liquidating currency, 
and it is for this reason that it is dangerous. 

The devaluation of a currency is not an act which neces- 
sarily makes a currency any less self-liquidating in nature. 
If the standard unit of a currency, which is fully secured 
and fully self-liquidating, should be cut in half, there would 
be twice as many units available, but they would still be 
self-liquidating. ‘This is in general what happened to our 
gold dollars when their standard weight was reduced 41 per 
cent. But since business was not recovering, or permitted 
to recover, in a normal manner, business men had no need 
for the extra currency which was made available, with the 
result that devaluation was ineffective and of course com- 
pletely out of place and unnecessary as an aid to business 
recovery. If business men could not profitably use the avail- 
able supply of currency prior to devaluation, how could an 
additional supply be of any service to them? ‘The effects 
of devaluation were: (1) to yield an additional supply of 
gold dollars amounting to 2.8 billions as a consequence of 
reducing the weight of all by 41 per cent; (2) to enable 
the United States Treasury to credit itself with $2.8 billion; 
(3) to provide a huge surplus of gold reserves which may 
prove to be a danger in the future if an inflation psychology 
should develop; (4) to increase the cost of foreign curren- 
cies 69 per cent; (5 to increase the costs of imports and of 
our travellers in foreign countries 69 per cent; (6) to give 
our foreign debtors another 41 per cent reduction of their 
debts; and (7) to cause our exporters to receive less foreign 
currency for the same amount of goods exported. It is cer- 
tainly difficult to see anything but a disadvantage and a mis- 
take in each of these changes. Their infliction upon this 
country was totally unnecessary, they have brought and can 
bring us no benefits, and they constitute a sad chapter in 
our monetary history. The whole sorry business grew out 
of a misconception on the part of the devaluationists as to 
the true nature of devaluation and as to the relation of the 
currency supply to business recovery. Even today many 
people have not seen the light and there are those—the so- 
called Committee for the Nation, for instance—who are 
urging still further devaluation upon the American people. 
What devastating effects earnest but ignorant men can cause 
when they find themselves in positions of power! 

Our silver legislation grew out of the same general no- 
tion that we needed more currency in order to induce a 
business recovery. This notion, of course, had no basis in 
fact. There was no scarcity of currency and the creation of 
an additional supply could not generate a sound recovery. 
Various other excuses were offered for doing something for 
silver. It was insisted that it would aid such important sil- 
ver-using countries as China and India, and it was contended 
that an increase in our supply of silver currency would take 
part in the currency burden off gold. Much of the support 
for the silver legislation came from those who wished to give 
a bonus to the silver interests of this country despite the fact 
that our silver industry is of little economic importance. All 
these arguments were shown by monetary economists to be 


unsound at the time advanced by silver advocates; neverthe- 
less, the various measures were passed by Congress and 
signed by the President, the opinions of monetary authorities 
apparently carrying no weight with the President. The 
world in general knows today of the protests which have 
come from China to the effect that our absurd silver legisla- 
tion injured her and of the fact that China has recently 
approached our government with proposals designed to ease 
the burdens which our silver measures have thrown upon 
her. 

How ridiculous it was for our government to require all 
our people to hand their gold over to the Treasury and then 
see our Treasury dissipate this hoard by spending the gold 
for a cheap silver which has long since been discredited as a 
satisfactory monetary standard! Whenever this country at- 
tempts to return to a gold standard this additional supply 
of silver will constitute an additional burden on the gold 
supply. The notion that an addition to our supply of silver 
currency will relieve the burden on gold is quite erroneous; 
it placed a greater burden on gold by virtue of the fact that 
there is that much more cheap currency to be supported by 
and converted into gold. 

It is to be noticed also that there is a distinct possibility 
of currency inflation in our recent silver measures. The 
silver in a silver dollar is not worth its face value unless 
silver is selling in the market at $1.29 per fine ounce. And 
of course a silver certificate is not worth its face value unless 
the market value of silver is worth $1.29 in the market. If, 
for instance, our government purchases, let us say, 1,000 
ounces of silver at 50 cents per ounce and issues silver cer- 
tificates only up to the extent of the market value of the 
silver—$500—there would be no inflation because the silver 
certificates would be liquidated by selling the silver in the 
market. But if silver certificates are issued up to the full 
nominal value of the 1,000 ounces of silver—that is, $1,290 
—there would be inflation of the currency to the extent of 
$790 per 1,000 ounces. The Secretary of the Treasury has 
announced his intention of issuing silver certificates at the 
rate of $1.29 per fine ounce of silver purchased in the market 
even though our government is paying 50.01 cents per fine 
ounce for foreign silver and 644% for domestic silver. Thus 
our currency is being inflated in this manner by the excessive 
issue of silver certificates. These transactions merely add 
another unsound and dangerous element to our already 
unsound currency system. 

It should be noticed that the Treasury’s method of 
administering the silver law of June 19, 1934, has brought 
discrimination against certain classes of sellers of silver to 
the United States government. The Act provides that no 
purchases of silver situated in the Continental United States 
on May 1, 1934, shall be made at a price in excess of 50 
cents per fine ounce. Today the domestic producers of silver 
are receiving 64% cents per ounce while foreign sellers of 
silver receive 50.01 cents per ounce. Just why the Treasury 
should pay this bonus to our domestic silver producers and 
discriminate against other sellers is not clear. Neither was 
there any good reason for nationalizing silver. The reasons 
given by the President in his Proclamation and Executive 
Order of August 9, 1934, nationalizing silver were vague, 
inconsistent in purpose of literally interpreted, and without 
justification in fact and principle. At present attempts are 
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being made to minimize the dangers of this recent silver 
legislation and Act of nationalization, but if past experiences 
are of any value as a guide these recent measures are poten- 
tially very dangerous although the effects may not be shown 
for a few years. Perhaps the nearest parallel is the Sher- 
man Silver Purchase Act of 1890, a measure which threw 
a great silver burden on the gold reserves of the country 
finally creating a run on the gold reserves, precipitating a 
panic, and leading in 1893 to a repeal of that unsound and 
obnoxious measure. There is not a valid argument that can 
be advanced for the recent silver measures—for any silver 
measures passed during the present Administration—and 
they should be repealed at the earliest possible date in order 
to spare the country further currency disorders. 

Thus far there has been no issue of fiat money, although 
the Thomas inflation Act of May 12, 1933, authorized the 
President to issue $3 billion of unsecured United States 
notes at his discretion. If the government continues its 
present heavy rate of spending, and makes no greater effort 
to balance its budget than it is showing at present, then the 
time may not be far distant when we shall see fiat money 
issued. When that moment arrives we shall also know that 
we are faced with a national crisis. There will be a flight 
from the dollar, paper money prices will skyrocket, fear will 
lay hold upon the people, speculation will be rampant, indus- 
try soon will be stilled, unemployment in time will increase, 
and poverty, disaster, and distress will stalk the street. Out- 
side of war human beings have never succeeded in devising an 
instrument more destructive of human welfare than currency 
inflation. It solves no problems, it never has and can not 
generate a sound recovery or expansion of business, and it 
leads only to national impoverishment and disasters. Fiat 
money issued by a government is a note forged by a govern- 
ment against its people. It is a means of covering up its 
deficit by stealing from the masses against which the govern- 
ment has already drawn an overdraft which can not be paid. 
It is thievery, and it is thievery of the worst sort. 

We may avoid sinking to such depths of economic and 
political disgrace that the government will resort to fiat 
money. Nevertheless we are progressing rapidly in that 
direction, and there are not many more steps to be taken 
before we arrive at that last stage of currency debauchery. 
Practically all our national bank notes, Federal reserve bank 
notes, and Federal reserve notes are issued against govern- 
ment bonds as security—in other words, against the govern- 
ment’s promises to pay, against its deficit. Many govern- 
ment bonds have thus been converted into circulating notes— 
one form of debt used to secure another. And considering 
the manner and repeated instances in which the government 
has repudiated its contractual obligations one surely has some 
ground for raising queries as to the real value of other con- 
tractual obligations entered into by this Administration. 

With practically all our bank notes convertible into 
government bonds, with all our paper money inconvertible 
into a gold standard, with gold certificates counted as re- 
serves in our Federal reserve banks although they can not 
be paid out, with the budget seriously unbalanced, with the 
public debt at the highest point in our history and steadily 
rising, with no abatement in the Administration’s spending 
orgy, with our banks gorged with government bonds thus 
counting the government’s deficit as assets, with silver certi- 





ficates being issued against silver with less than half the face 
value of the certificate, ard with our gold being frittered 
away on a cheap and useless silver we should appreciate 
the present low and dangerous estate to which our hitherto 
respectable and respected currency system has fallen and per- 
ceive something of the real dangers which lie immediately 
ahead. 

The great mass of people take such matters lightly 
until they are caught in the deluge, for the very simple rea- 
son that they do not underssand what is taking place. Every 
person that does understand should do everything in his 
power to combat these dangerous tendencies. He should talk 
to his associates, write letters to influential persons, make 
speeches, write articles, telegraph Congressmen, and employ 
every device of which he is capable to stem the tide toward 
such a terrible mistake and national disaster. 

An entirely different situation prevails when a sound cur- 
rency is left undisturbed during a depression and a normal 
or natural : business recovery encouraged and aided. After 
a country has been in a depression for a period of three or 
three and a half years, on the average, existing stocks of 
goods will have been reduced sufficiently to enable pro- 
ducers, in general, to resume and expand their productive 
activities, provided they are also permitted to reduce their 
costs in harmony with prevailing prices. This exhaustion 
of inventories comes about by virtue of the fact that people 
must live and continue to purchase in a persistent manner 
though at a declining rate during the depression. As pro- 
ducers resume operations a demand for raw materials, 
machinery, and labor is created and a new purchasing power 
is brought into existence. Employers advance funds to their 
employees for producing goods which will not reach the 
market for weeks, months, and even years. The funds ad- 
vanced to labor and for material are in a large part derived 
from bank loans, and in this manner currency is drawn into 
existence. This new purchasing power of labor is spent for 
goods in stock, not for goods being produced, and as a con- 
sequence demand relative to the available supply of goods 
is increased and prices begin to rise. Thus prices are pulled 
up because the demand exceeds the supply. And the in- 
creased demand is derived from increased employment and 
wages which, in turn, were derived from the resumption or 
expansion of activity by producers. This kind of buying by 
consumers is a confident buying because it is based upon an 
increased income. It is totally unlike the fearful buying 
which characterized a period of currency inflation during 
which people strive in every way possible to protect their 
incomes and savings from the devastating effects of a de- 
preciating currency. With an increased demand, relative to 
the existing stock of goods, based upon a confident buying, 
the upward spiral of increased production, increased de- 
mand, and rising prices will continue until the goods being 
produced reach the market in sufficient volume to equal de- 
mand. At such a time prices will cease to rise and will 
straighten out, and a state of economic equilibrium will be 
attained—the most desirable economic condition known to a 
people. A state of economic equilibrium brings the maxi- 
mum of prosperity to all classes of people and to a nation. 
It is the condition which a people should strive to perpetuate 
by every device known. 
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We must observe and emphasize in our thinking the 
fact that when a price level is rising in this normal and 
natural manner the currency supply is not a cause but a 
result of business activity. As production increases borrow- 
ing increases and more currency is drawn into circulation. 
It is for these reasons that orthodox economists have urged 
the government to permit a sound recovery in business and 
have opposed currency tinkering and inflation. This is the 
sum and substance of the fundamental principles involved 
in the currency issues, recovery programs, and behavior of 
prices which are agitating the people of this country today. 
We must not take our eyes off these simple, elemental issues. 
The economic principles involved are simple and clear-cut 
even though they are, apparently, not clearly understood by 
the Administration or the mass of the people. And it must 
not be supposed that the principles of economics have been 
or can be suspended by the New Dealers, or that economic 


laws will not exact their toll from human beings when 
violated. 

Today our difficult task is to make these simple issues 
stand out clearly before the people and the government so 
that the proper road to recovery may be recognized and 
followed and our nation spared the suffering and distress 
which will result from the pursuit of paths and means which 
violate the economic laws of sound recovery. 

Let us never forget that a sound recovery and a sound 
rise in prices are one thing—the desirable thing—and that a 
rise in prices generated by currency inflation is quite another 
and is unsound because it leads to disaster. Remembering 
these things let us dedicate ourselves to the cause of a sound 
recovery, a sound currency, and a sound rise in prices, and 
help lead this country back to that condition of wholesome 
prosperity and stability for which we are all impatiently 
waiting. 


The Liberty League 


By HON. WM. E. BORAH, 
Senator from Idaho, delivered at Genesee, Idaho, 


September 
WOULD suggest that the Liberty League broaden 


the scope of its crusade. Reading its platform, I dis- 

cover that something has been inadvertently omitted. 
I do not find anything there which would insure economic 
freedom. 

This move to preserve liberty is an important under- 
taking. With at least 80% of the human family, human 
rights have utterly vanished. With these liberty is dead. 
In some countries liberty is denounced by the government. 
The league, therefore, is not too early in the field. 

But what is liberty in this twentieth century? The 
power to fix the price of the things I must have in order 
that I may live and not die is my master, and the fact I 
may enjoy free speech and read a free press, do not assuage 
the cruelty of that fact nor ameliorate my servitude in any 
degree whatever. The power which closes the door of 
opportunity to me in the business world leaves me cold to 
all their panegyrics about liberty. The monopoly which 
crushes my small business, as is now being done in thousands 
of cases, and sends my family to the bread line, takes away 
all my enthusiasm over the right of trial by jury. The 
power to exploit the weaker and the more unfortunate in the 
economic world brings more misery to men, women and 
children than the denial of the right to peaceably assemble 
and pass resolutions. There is no liberty worthy of the name 
without economic freedom and social justice. 

There is a power in this country, and now operating 
under the sanction of government, which visits daily every 
home in the land, presses down upon the inmates and takes 
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in the way of arbitrary prices what it wills to take. The 
power to fix prices is the power to destroy not only business 
but human rights. Is the League interested in this problem? 

While keeping the political road open, therefore, and 
free from arbitrary power, it is equally if not more vital to 
keep the economic road open and free from some economic 
despot. If a man wants to start a business and is willing to 
wager his energy, his industry and his ability on the ques- 
tion of success, I say clear the road, clear it not only of 
bureaucratic control, but of monopolistic dictation. Other- 
wise, this talk of liberty is a sham. Fix the rules of the 
game so all in business or in the industrial world may con- 
tend on a fair basis and you will do more to restore liberty, 
protect womanhood and manhood in this country than any 
other service you can render free government. And after 
you have fixed the rules of the game, then release the genius 
of America to its own efforts. After all, we must rely upon 
the combined initiative, energy and independence of the mil- 
lions, and it is a fatal mistake, either through bureaucratic 
control or monopolistic control, to destroy that energy or 
deaden that initiative. 

It seems too that far the most vital problem — the 
scheme to preserve liberty—is the restoration of economic 
liberty. There is positively never a day but there comes to 
my desk the story of some small business crushed, ruined, 
through the bureaucratic power of some monopoly. And in- 
stead of interfering in behalf of the rights of small business, 
the government, like Saul of old, consents to the crime. 
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